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PERFORMANCE GRAPH

The foltowing graph sets forth for the period beginning in November 2002 and ending on December 31, 2006,
on a quartery basis, the cumulative total shareholder retum to our shareholders, as well as the cumulative total retum
of The NASDAG Composite Index, and the cumulative total retum of a peer group of issuers selectad by us in good
faith consisting of DCAP Group, Inc, USI. Holdings, Inc, Brown & Brown, Inc, Hilb Rogal & Hobbs Company and Hub
international Limited, insurance brokers and other distributors of insurance products and senicas. The performance
graph assumes that $100 was invested at the market close on November 14, 2002 for the Combony and on
October 31, 2002 for the NASDAQ and peer group indices, and that dividends were reinvested,
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HIGHLIGHTS OF THE FINANCIAL YEAR 2006
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CONNEST THE DO

This annual report contains forward-looking statements that ore based upon
cuently ovailoble information, expectotions, estimotes ond projections regarding
the Company, the industries and maorkets in which its subsidiaries operate, and
the assumptions and beliefs of manogement These statements involve certain
risks, are not guarantees of future performance and are subject to uncertainties,
contingencies and change. Actua! outcomes and results could materally differ
from what is expressed, implied or forecast in these forward-looking staternents
due to factors described herein and in reports and registration statements filed
by the Company with the Securities and Exchange Commission.
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FINANCIAL SUMMARY

FOR THE YEARS ENDED DECEMBER 31

) 2006 2005 2004 2003 2002
TOTAL REVENUES (IN THOUSANDS US DOLLARS) _ 179,695 145418 101,923 65967 40,395
TOTAL ASSETS IN THOUSANDS US DOLLARS! 323389 135239 108,487 56,858 28,355
TOTAL STOCKHOLDERS' EQUITY i THOUSANDS LS DOLLARS) 56,528 41,461 7,336 5779 3041
NET INCOME (IN THOUSANDS US DOLLARS) 10,742 | 2,705 6,694 4,160 1,450
LOANS OUTSTANDING N THOUSANDS US DOLLARS) - 483,278 V 277414 183,384 112,732 60,353
# OF FRANCHISE LOCATIONS 737 552 370 234 163
BOOK VALUE PER COMMON SHARE 3.24 317 057 040 010
BASIC NET INCOME PER SHARE 079 089 0469 042 014
DILUTED NET INCOME PER SHARE 076 086 065 04l O.l4

Franchising Focus

Qur company is a franchisor of independent agency
businesses that sell insurance and banking services.
Although our franchising activities have spawned a lending
business, banking business and brokerage business that
supply products and services to our franchisees, Brooke is
first and foremost a franchisor.




LETTER TO SHAREHOLDERS

Robert Orr

Chief Executive Officer and
Chairman, Brooke Corporation

Jolfnlaimier

Dear Stockholders:

Connecting the Dots

My personal focus in 2006 was on improving communication and doing a
better job of teliing the Brooke story. To do this, | compiled a set of power
point slides to Connect the Dots. | used these slides to communicate the
Brocke story to employees in a series of 2006 meetings and to franchisees
in a speech at our 2006 annual convention. To help stockholders better
understand our company, we have included a summary of these Connect
the Dots slides in our annual report.

Franchising Focus

Our company is a franchiser of independent agency businesses that sell insurance and banking services.
Although our franchising activities have spawned a lending business, banking business and brokerage
business that supply products and senvices to our franchisees, Brooke is first and foremost @ franchisor. As such,
the Connect the Dots slides focus on franchising.

An emphasis in 2006 was on structuring our organization so Brooke Corporation management could focus
on its core business of franchising without distractions from operating the lending, banking and brokerage
businesses. This is one of the primary reasons why we hove planned to divide our lending and banking
activities into separate organizations (Oakmont Acquisition Corp. and First American Capital Corporation,
respectively) with separate management, cultures, boards of directors and stockholders. | am very optimistic
about the future of cur lending and banking activities, and that is why Brooke Corporation plans to remain o
significant investor in these businesses, although not an operator of these businesses.
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Franchise Results

2006 was a challenging year for our franchising business. Although franchising was solidly profitable in
2006, our expectations at the beginning of the year were higher. Most of the commissions generated by our
franchisees result from the sale of auto and home insurance policies. The premium rates on these types of
policies have been declining and, generally speaking, because fronchisees are typically paid commissions
based on premium amounts, the commission income received by franchisees has also been declining.
Additionally, franchisee expenses have generally been increasing as the result of an increasing interest rate
environment As a result, Brooke invested more personnel and marketing resources than expected ossisting
franchisees in 2006.

We believe that the general industry and economic circumstances our franchisees faced in 2006 will
moderate in future years. We also believe our franchisees are generally better disciplined and more
productive as the result of dealing with a difficult set of circumstances in 2006,

Shawn Lowry has been in charge of Brooke Corporation’s overall franchising activities for several years. Shown
is a capable and experienced franchise executive with ultimate responsibility for franchise results.

Franchise Recrvitment

The recruitment of new franchisees is important to meeting our performance objectives. As | have noted in
previous communications, we expect franchise locations to exceed 1,000 by the end of 2007, Kyle Garst
manages the sale of start up and corporate developed franchise locations. Kyle has been an important part
of our organization for many years and has built an impressive franchise sales consuling team. Chad Maxwell
is an experienced deal maker with primary responsibility for the sale of converted franchise locations. Another
capable executive, Michele Friscia, provides the special morketing support required by Kyle, Chad and the rest
of the sales consultants.
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We are a franchisor and we
make local ownership possible.

Franchise Relations

The success of existing franchisees is also importent to meeting our performance objectives. As | have noted

in previous communications, we succeed when our franchisees succeed. Dane Deviin was our company's first
hire more than 20 years ogo and has the responsibility for providing assistance to franchisees. Because of the
general market conditions on the previous page, Dane had his hands full in 2006. As our franchise network
grew in 2006, regional vice presidents Susan Merisko, Warren Kuberry, Jim Bailey and Joe Craven assembled
teams of local area managers so we could have more "boots on the ground” to assist our franchisees.
Business training is important to the success of franchisees and, in 2006, Dane spearheaded a major overhaul
of the Brooke academy curriculum that will be implemented on March 31, 2007.

Franchise Support

Backroom support, and the associated economies of scale, provided from our Phillipsburg campus is
important to franchisees. In 2006, the Phillipsburg campus was expanded to include a new 25,000 square
foot advertising center that is locoted across the street from our existing 22,000 square foot processing center.
The allocation of commissions and imaging of documents for franchisees are performed at the processing
center, and the coordination of advertising and facility senvices for franchisees is performed at the advertising
center. Long-time employee, Leland Om, is general manager of the Phillipsburg campus.

Lending Business

Brooke Credit Corporation had a good year in 2006 os its loan portfolio increased approximately

74 percent to $483 million. Additional capital is typically required to support loan portfolic growth.

Brooke Corporation supplied additional equity capital to Brooke Credit in 2006, but has encouraged
Brooke Credit to seek equity capital from other investors. Accordingly, Brooke Corporation recently agreed
to merge Brocke Credit into Oakmont Acquisition Corp. resulting in Brooke Credit becoming a public
company with Brooke Corporation as its largest shareholder. We believe this transaction will improve
Brooke Credit’s prospects to raise additionat equity capital in the future. Michael Lowry has managed the
lending business for many years and deserves credit for tuming it intc a profitable and substantial business.
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Banking Business

In 2006, Brooke Corporation received approval from the Office of Thrift Supenvision to acquire Brooke Savings
Bank. | believe that Brooke Savings Bank represents a tremendous opportunity for our organization because
Brooke franchisees will provide an inexpensive distribution channel for Brooke Savings Bank while increasing

the value of a Brooke franchise to independent insurance agents.

In 2006, Brooke Comoration also closed on the acquisition of o controlling ownership interest in First American
Capital Corporation, a Kansos-based public company with a life insurance company subsidiary. Similar to

the rationale for acquiring Brooke Savings Bank, the Brocke franchise network will provide an inexpensive
distibution channel for the sale of life insurance by First American.

Recently, agreements were executed (subject to regulatory approvais) to transfer ownership of Brooke Savings
Bank to First American, a public company subsidiary of Brooke Corporation, from Brooke Brokerage, a pﬁvdte
company subsidiary of Brooke Comoration. We believe this transfer makes business sense because we
believe that the sale of life insurance is a good fit with the sale of banking services, and because we believe
that First American, as @ public company, is better positioned to access capital markets to support the growth
of Brooke Savings Bank '
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Brokerage Business

The performance of Brooke Brokerage Corporation exceeded our expectations in 2006. The improved
performance was entirely the result of expanding MGAESS insurance brokerage activities into MGAERS loan
brokerage. Mike Hess ond his excellent team neary doubled Brooke Brokerage's profits in 2006. As part of
our agreement to acquire First American stock, we agreed to transfer MGAE&S loan hrokerage activities to
First American’s brokeroge unit and Mike has become a First American senior executive,

Corporate Services

The last part of 2006 was an exceptionally busy time for our corporaie staff as they worked with regulators,
accountants, consultants, investors Gnd investment bankers to complete all the transactions summarized above.
My heartfelt appreciation goes to Anita Larson, Jim Ingraham and Kendfo Butler, their co-workers, and families
for the many extra hours these individuals spent at the office during recent months.

Leland has been exceptionally busy, serving as both chief financial officer and Phillipsburg campus manager.
However, his CFO-related responsibilities are expected to decrease as we recruit separate CFOs for the
lending business {Ockmont Acquisition Corp) and banking business (First American Capital Corporation),

Sprint to 2007

A four-year internal profitability objective was set in 2003 that focused our entire organization on 2007, We
are nearing the finish line of this four-year planning period, as reflected by our 2006 motto of “Sprint to 2007".
I look forward to the rest of 20071

Yours truly,

[
A!

Rober D. Cm
Chaimnan, CEQ and Founder
Brooke Corporgtion




THE BOARD OF DIRECTORS

— Anita Larson
Chief Operating Officer,
Brooke Comoration

- Previously served as general
counsel for Brooke

- Vice President and
counsel for the Equitable
Life Assurance Society of
the United States, New York,
New York

— leland Onr
Chief Financial Officer,
Brooke Corporation

- Processing Center manager,

1995-Present

. President of Brooke State

Bank of jewell, K8, 1991-
1994




> Shown Lowry
Vice President,
Brooke Corporation

- President and CEQ, Brooke
Franchise Corporation,
May 2006-Present

- President of Brooke Franchise

Corporation, 2003-2006

- National Sales mancger,
2000-2003

- Missouri State manager,
1998.2000

- Corporate Sales representative,
19946-1998
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—» John Allen

Director, Brooke Corporation

- Chief Operating Officer of
the Cincinnati Reds, 1995-
Present

- Previously managing
executive of the Cincinnati
Reds

. Diractor of Business
Operations for the
Columbus Clippers

- Senior Vice Prasident
of GRA, Inc.

~» Demrol Hubbard

Director, Brooke Cotporation

- Real tstate Development
Manager for RD. Hubbard
Enterprisas, inc

- Served in various
management capacities with
several real estate, gaming
and venture capitel
¢companies

=S
==

- Joe Bames
Director, Brooke Corporation

- Practicing medical physician
since 1985

- Medical practice owner

- Community leader

- Economic Development
Committee member

— Mitch Holthus
Director, Brooke Corporation

13 year “Voice of the
Kansas City Chiefs”

. Television host and play-by-play
for Division | college basketball
and NFL

. 8 time "Kansas Sportscaster
of the Yecr”

- Owns own business featuring
talent, marketing and
motivational services

- Board of Directors, National
Association of Sportscasters
and Sportswriters

. Board of Trustees (elect),
Southwestern College
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January 2006 ... March 2006 ...
Brooke Corporation Year End Results
agrees to acquire Announced

Generations Bank
Brooke announced
they have signed a
definitive agreement
te acquire all of

the capital stock of
Generctions Bank

Brooke announces
year end results

thot include an
increase in franchise
locations: from 370 on
December 31, 2004,
to 522 on December

from Kansas City Life 31, 2005. The annuai
Insurance Company, loan portfolio also
Orr noted that increased by 51
Generations Bank's percent

cument business

model is to provide
insurance customers
access to bonking
senvices through the
independent insurance
agents contracted
with Kansas City Life
Insuronce Company.
After closing, O
expects Generations
Bank to offer banking
senvices through
independent insurance
agents contracted
with Brooke Franchise
Corporation, the
insurance agency
subsidiary of Brooke
Corporation.

-7

Shawn Lowry and
Mitch Holthus elected
to Board of Directors
Brooke Corporation
announces that Mitch
Holthus and Shewwn
Lowry were elected to
is board of directors
at the annual meeting
of shareholders in
Owverland Park, Holthus
and Lowry become
the seventh and eighth

members of the board,

“Shawn and Mitch
have been vital to
Brooke Franchise
Comporation’s growth
and success and

we are excited to
have them bring

their experence and
expertise to the parent
board,” said Rabert

D. Om, chaiman and
chief executive officer
of Brooke Corporation.

May 2006 ...

Brooke Franchise
Comporation acquires
InsWeb Retuail
Insurance Business
Lowry announced the
acquisition of all prop-
erty and casualty retail
customer accounts
from InsWeb Insur-
ance Services. These
auto ang homeowners
policies were written
through InsWeb's
Web site. Most of the
acquired accounts
are iocoted in geo-
graphical areas where
Brocke franchises are
located and Brooke
Franchise plans to

sell these accounts to
existing fronchisees
who want to generate

additional revenues.

Brooke Franchise also
acquired from InsWeb
a significant amount
of account informa-
tion that provides
cross selling and

other opportunities o
Brooke franchisees. This
marketing information
will be anclyzed by
Brooke's advertising
center and distributed
to local franchisees in
o manner that protects
customer privacy.

June 2006 ...

Brooke Corporation
Participates in Sandler
O'Neill's 2006
Financial Services
Conference

Shawn Lowry, Director
and Vice President of
Brooke Corporation,
and President and
Chief Executive Cfficer -
of its insurance agency
subsidiary, Brooke
Franchise Corporatian,
participated in

Sandler O'Neill's 2006
Financial Services
Conference, featusing
insurance and

efinance companies in
New York City.
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July 2006 ...
Brooke Franchise
Corporation opens
new Advertising
Center on July 31
Leland G. O,
genercl monager

. of Brooke Franchise
Corporation’s
Phillipsburg, Kan.
campus, announced
the July 31 opening
of the new Brooke
advertising center
facility at 195 State
Street in Phillipsburg.
The 25,000 square
foot adveriising
center will be a
part of Brooke's
Philfipsburg campus,
which provides basic
senvices to Brooke
franchisees that
incluce commissions
processing,
document imaging,
facility support and
advertising ossistance.
The facility fectures
five work and retail
areas including: 1)
professionals’ work
space, 2] materials
showroom, 3)
merchandise store,
4) print shop and,
Sl video production
studio

August 2006 ...
Brooke Credit
Corporation completes
$52.3 Million Loan
Securitization of
Insurance Agency
Loans

Michael Lowry,
president and

chief executive

officer of Brooke
Credit Corporation,
announced

the issuance of
approximately $52.3
million in asset-backed
securities through
Brooke Securitization
Company 2006-1, LLC.
These securities are
backed by commercial
loans made to
insurance agents.

Brooke Franchise
Corporation Ranked
Ne. 22 Among Top
100 U.S. Insurance
Brokers

Business Insurance
magozine named
Brocke Franchise
Corparation, the 22nd
largest broker of US.
business, according to
its July 17, 2006 issue.

September 2006 ...
Brooke Corporation
Announces Sale of
Corvertible Preferred
Stock

Brooke Comporation
announces the sale

of 20,000 shares,
representing $20 milion
stated value, of its newly
designated Perpetual
Convertible Prefered
Stock Series 20006,
coupled with warants,
to an accredited
institutional investor in
a negetiated private
placement ransaction
Antaesus Capital, Inc.
served as the place-
ment ogent for the
offering.

Brooke Credit
Corporgtion Secures
$80 Million in
Additional Financing
Brooke Credit
announced it has
successfully secured an
$80 million revoking
warehouse facility
from Fifth Third Bark,
headquartered in
Cincinnati, Ohio. The
new warehouse
facility will be used to
temporarily fund loons
macde to insurance
agencies and related
businesses until the
loans ore securiized.

October 2006 ...
Johnny Bench, Robert
Orr Presentations High-
light Brooke National
Franchise Convention
Brooke Corporation
recenty wropped up
activities at its second
national franchise con-
vention, held Oct 22-
24 ot the South Point
Casino and Hotel in Las
Vegas. Nearly 1,000
Brooke franchisees,
employees, directors
and stockholders from
across the country were
on hand to participate
in the three-day event

Brooke Corporation
Agrees to Acquire
Controlling Interest in
First American Capital
Corporation

Brooke Corporation
cnnounced that i

has entered into @
definitive agreement to
acquire 55 percent of
the common stock of
First American Capital
Corporation for $3 mil-
lion in cash and future
performance-related
considerction. The clos-
ing of the ransaction
is subject to regulatory
approvals and stan-
dard closing conditions,
and is expected to
occur during the fourth
quarter of this year,

November 2006 ...
Brooke Credit
Comporation Closes
$45 Million Debt
Offering

Michae! Lowry,
president and

chief executive

officer of Brocoke
Credit Corporation,
announced Brocke
Credit has closed a
private placement
debt offering consisting
of $45 million in fixed
rate notes, coupled
with wamants, to @
group of accredited
instituticnal investors.
No principal payments
are required until
scheduled maturity in
April 2013, Morgan
Joseph & Co. Inc.
served os the sole
ransaction advisor
and placement agent
for the debt offering.

December 2006 ...
Brooke Franchise
Corporation Among
Entrepreneur
Magazine's Top 500
Franchises

Entrepreneur magazine
recently named
Brooke franchise
Comoration, No. 37
among its top 500
franchise opportunities,
according to its 28th
annual Franchise 500
survey. The ranking
represents a 17-
position climb.

Brooke Franchise was
also listed as the No. 1
miscellaneous financiol
services franchise for
the fourth cansecutive
yecr, and the 17th
fastest growing
franchise, a seven-
position climb. The
Entrepreneur survey is
considered one of the
most comprehensive
rankings available and
is based on numerous
foctors including
financial strength ond
stability, growth rate,
and size of system,
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.,

Amounts in this section have been rounded to the nearest thousand, except percentages, ratios, per share data,
numbers of franchise locations and numbers of businesses. Unless otherwise indicated, or unless the context otherwise
requires, references to years in this section mean our fiscal years ended December 31.

General

Our primary busingss activity is insurance sales through franchisees and most of our revenues are generated from
commissions paid on the sale of insurance. Commission revenues typically represent a percentage of insurance premiums
paid by policyholders. Premium amounts and commission percentage rates are established by insurance companies, so we
have little or no control over the commission amount generated from the sale of a specific insurance policy. Our business also
includes lending to businesses that sell insurance and related services. Unlike commission revenues, lending interest rates are
typically set by us, although competitive forces are important limiting factors when establishing rates.

Brooke Franchise Most of our revenues are from commissions paid to Brooke Franchise, our wholly owned franchise
subsidiary, by insurance companies for the sale of insurance policies on a retail basis through exclusive franchisees. Brooke
Franchise primarily relies on the recruitment of additional franchisees to increase retail insurance commission revenues.
Brooke Franchise’s franchisees typically sell property and casualty insurance, such as automobile, homeowners and business
owners insurance products. Brooke Franchise also consults with business sellers and lenders.

Brooke Credit Our wholly owned finance subsidiary generates most of its revenues from interest income resulting
from loans held on our balance sheet in the form of inventory loans held for sale and from gains on sale of loans when they
are removed from our balance sheet. Most of Brooke Credit’s loans have been made to Brooke Franchise’s franchisees,
although an increasing share of loans have been made to insurance related businesses that are not franchisees. Brooke Credit
funds its loan portfolio primarily through the sale of loan participation interests to other lenders, sale of securities, backed by
loan assets, to accredited investors, and on-balance sheet funding from cash and short-term lines of credit. In February 2007,
we entered into an agreement by which Brooke Credit will merge with Oakmont Acquisition Corp resulting in Brooke Credit
becoming a public company with us as its largest sharcholder. The transaction is subject to Oakmont sharcholder approval
and other closing conditions.

Brooke Brokerage Our wholly owned subsidiary is a holding company for businesses expected to benefit from the
insurance agent distribution network of Brooke Franchise. Brooke Brokerage’s insurance and loan brokerage subsidiary,
CJD & Associates, L.L.C., generates revenues from commissions paid by insurance companies for the sale of hard-to-place
and niche insurance policies on a wholesale basis through our franchise agents and other insurance agents. In 2005 and 2006,
CJD & Associates also used its industry contacts and expertise in insurance brokerage to broker loans for, and consult with,
general insurance agencies specializing in hard-to-place insurance sales. In January 2007, we purchased 100% of the capital
stock of Brooke Savings Bank (formerly Generations Bank) for the purpose of offering banking services for sale through our
franchise agents and other insurance agents.

First American Capital Corporation In December 2006 and January 2007, we acquired approximately 55% (on a
fully diluted basis) of the common stock of First American, the parent company of First Life America Corporation, a Kansas
domiciled life insurance company. We plan to offer the life insurance and annuity products of First Life America Corporation
through our franchise agents and other insurance agents. Subject to regulatory approvals and other closing conditions, in
February 2007, First American agreed to acquire Brooke Savings Bank from Brooke Brokerage. The acquisition of
ownership interests in Brooke Savings Bank and First Life America Corporation subsidiaries is part of a strategy to enable

our franchisees to sell additional products and services that complement the standard property and casualty insurance policies

they typically offer. In connection with the transaction by which we acquired shares of First American Common Stock,
Brooke Capital Advisors, Inc. a subsidiary of First American Capital Corporation that was formerly known as First Life
Brokerage, Inc., began operating a managing general agency loan brokerage and consulting business in December 2006, with
respect to new consulting and collateral preservation services, and CJD & Associates ceased offering such services to new
customers at that time. Brooke Capital Advisors, Inc. has expanded such business in 2007 to include similar services for
funeral home businesses and loans related thereto and CJD & Associates is no longer engaged in this business.

Results of Operations

Our consolidated results of operations have been significantly impacted by expansion of franchise locations in recent
years. The following table shows income and expenses (in thousands, except percentages and per share data) for the years
ended December 31, 2006, 2005 and 2004, and the percentage change from year to year.
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FINANCIAL REVIEW

2006 2005
Year Ended % Increase Year Ended % Increase Year Ended
December 31, (decrease) December 31, (decrease) December 31,
2006 over 2005 2005 over 2004 2004

Operating Revenues
[nsurance COMMISSIONS ......covvvvvvivvcevisceecenivenrnns & 102,032 17% § 86,872 36% $ 63,904
Interest income (Net) ..o 19,656 90 10,360 104 5,072
Consulting fees .......covmeiicniinnceereen, 9,908 102 4,916 {6) 5,236
Gain on sale of businesses .............occocveeeveieniinin 3,059 (1) 3,001 (41) 5,261
Initial franchise fees for basic services ............... 31,770 64 19,375 120 8,795
Initial franchise fees for buyers assistance

PIANS ..t 3,137 (69) 10,133 25 8,122
Gain on sale of notes receivable ......ooovvevrvveinenne 7,423 0 7,435 200 2475
Insurance premiums earned .........coococervmrniencnnen. 660 (19) 81t 102 401
Policy fee Income ..., 533 (66) 1,581 21) 2,003
Other INCOME...covmeeerceiceitet e 1,515 80 844 29 654
Total operating revenues .........cocoeeeiricnienieveene, 179,695 24 145418 43 101,923
Operating Expenses
COmmMISSION EXPENSE ......oovevevvrreeeriireeeeesesensenenas 79,462 19 66,957 35 46,600
Payroll expenses ............. et s eaans 30,269 6 28,615 42 20,151
Depreciation and amortization expense .............. 2411 0 2,432 (3) 2,504
Insurance loss and loss expense..........ccceeceereeenenn. 708 — (60) (253) (17)
Other operating eXpPerses .....c...uvuveversrerceesereaoes 39,702 49 26,665 62 16,444
Other operating interest eXpense ..........coocevenives 3,125 47 2,122 129 927
Total Operating EXPenses ..........vvvveuvrerereeseereesinns 155,677 23 126,731 41 89,609
Income from operations ..................cccovervrerinne 24018 29 18,687 52 12,314
INtErest EXPENSE coeoieeieerrr e nens 6,709 80 3,721 59 2,340
Minority interest in subsidiary...........coceerceennanen 575 —
Income before income taxes .........cccccovveeeevernns 16,734 - 12 14,966 50 9,974
INCOME taX EXPENSES . cuvvveririeririreresicerevraerennannnne 5,992 14 5,261 60 3,280
Net inCOme ........ccconvvvrvrenceicnes e 9 10,742 11% § 9,705 45 % 6,694
Basic net mcome per share..ovviiiiin. $ 0.79 (% % 89 29 % 0.69
Diluted net income per share ..............ccovsvevenern. $ 0.76 (12)% $ .86 32 % 0.65

Operating revenue is expected {o continue to increase as a result of opening new franchise locations in 2007. The
increases in total operating revenues, and most of the individual revenue categories that make up total operating revenues, are
primarily attributable to the continued expansion of franchise operations in recent years. The increases in interest income
(net) primarily resulted from increased loan origination activities, increases in the amount of loans held in inventory for
eventual sale and increases in retained interest from loans sold.

Expenses are also expected to continue to increase as a result of opening new franchise locations in 2007. The increases
of commission expense are primarily attributable to increases in insurance commissions received from insurance companies,
because a share of insurance commissions is typically paid to franchisees. Payroll expenses, which include wages, salaries,
payrell taxes and compensated absences expenses increased primarily as a result of the expansion of our franchise operations.
Payrol| expenses, as a percentage of total operating revenue, were approximately 17% in 2006, 20% in 2005 and 20% in
2004. Other operating expenses, which include advertising, rent, travel, lodging, and office supplies, increased at a faster rate
than total operating revenues in 2006 primarily as the result of increases in advertising expenses, company owned stored
expenses (See Franchise Services Segment, below) and collateral preservation expenses (See Lending Services Segment,
below). Other operating expenses, as a percentage of total operating revenue, were approximately 22% in 2006, 18% in 2005
and 16% in 2004,

The increases in other operating interest expense are primarily attributable to interest paid on bank lines of credit, We
use these lines of credit to fund our loans until we sell them in a securitization. We consider line of credit, bond and
debenture interest expense to be an operating expense because the proceeds from the lines of credit, bonds and debentures are
used to partially fund our lending activities.
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We consider interest expense, other than line of credit, bond and debenture interest expense, to be a non-operating
expense. Interest expense increased primarily as a result of increased debt to commercial banks, which was incurred primarily
to capitalize our operating subsidiaries and to fund the over-collateralization of our warehouse facilities and securitizations.

Net income increased primarily as the result of increasing loan originations and loan balances resulting in increased
loan interest and other loan related revenues. Net income per share for 2006 decteased primarily because an offering of
commeon stock in August 2005 increased the number of outstanding shares by a larger percentage than the increase in net
income. Net income per share also decreased as the result of adjusting the diluted earnings per share calculation to reflect the
anticipated issuance of 1,176,000 shares of common stock that may result from our offering of perpetual convertible
preferred stock that took place in the third quarter of 2006.

The following table shows selected assets and liabilities (in thousands, except percentages) as of December 31, 2006
2005 and 2004, and the percentage change from year to year.

2006 2005
% lncrease . % Increase
As of {dccrease) As of (decrease) As of
December 31, 2006 over 2005 December 31, 2005 over 2004 December 31, 2064

INVESIMENLS oo B 18,027 — 3 — — —
Customer receivable .................... 20,666 103 10,203 61 6,340
Notes receivable......c.ccocovviciinns 164,153 272 44,178 (1) 44 801
Interest earned not collected on

TEOES ..o ieeeeereevrisrerrevesnrsrsmnrnens 3,401 146 1,382 69 819
Other receivables ..., 1,601 (2) 1,627 31 1,239
Securities ....oveeeeenee. 50,322 13 44,682 150 17,889
Deferred charges 11,094 1,324 779 (N 839
Accounts payable..........coccnins 12,944 74 7,433 3 7,238
Payable under participation

AGreements .....oveennne 26,849 147 10,857 343 2,452
Policy and contract habllmes ...... 20,184 — — — - —
Premiums payable........ccocvnnnee 6,925 38 5,015 o (22) 6,441
Dbt o 177,793 181 63,170 (22) 80,482
Minority interest in subsidiary.... 5,464 — — — —

Our December, 2006 acquisition of a controlling interest in First American Capital Corporation has resulted in a new
asset category for investments and a new liability category for policy and contract liabilities to account for the life insurance
and annuity operations of First American Capital Corporation’s life insurance company subsidiary. A balance sheet account
has also been established to reflect the interests of First American Capital Corporation’s minority shareholders.

Customer receivables primarily include amounts owed to Brooke Franchise by our franchisees and increased primarily
from continued expansion of our franchise operations, especially the producer development program typically associated
with start up franchises. A loss allowance exists for Brooke Franchise’s credit loss exposure to these receivable balances
from franchisees (See Franchise Services Segment, below).

Notes receivable include loans made by Brooke Credit to franchisees and others. Notes receivable balances vary,
sometimes significantly from period to period, as a result of our decision to temporarily retain more or fewer loans in our
“held for sale” loan inventory based on the funds available to us. Notes receivable balances increased as a result of increased
volume of loan originations and the use of bank lines of credit. No loss allowance has been made for the notes receivable
held in Brooke Credit’s loan inventory because we typically hold these assets for less than eight months and, therefore, have
a short-term exposure to loss, and we have experienced limited credit losses (See Lending Services Segment, below). Interest
earned not collected on notes (accrued interest income) increased primarily because of the increase in the loan portfolio.

Customer receivables, notes receivables, interest earned not collected on notes and allowance for doubtful accounts are
the items that comprise our accounts and notes receivable, net, as shown on our consolidated balance sheet.

Other receivables, which typically include the estimated amounts due from franchisees for future policy cancellations,
fluctuate from period to period as the result of changes in policy cancellation rate calculations.

The securities balance primarily consists of two types of securities, interest-only strip receivables in loan securitizations
and retained interests in loan securitizations. The terms of our securitizations require the over-collateralization of the asset-
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backed securities sold to investors. We retain ownership of the resulting subordinate interest in the loan pool. As cash is
received for the interest-only strip receivable as well as the principal attributable to our over-collateralization retained
interest, the securities balance declines. The securities balance increased primarily as the result of a loan securitization during
the third quarter of 2006,

Deferred charges includes primarily the fees associated with the issuance of long term debt by our finance company
subsidiary and the costs of acquiring life insurance by our life insurance company indirect subsidiary. These fees increased in
2006 primarily as the result of the acquisition of First American Capital Corporation and the fees associated with a private
placement of debt in 2006.

Accounts payable, which includes franchise payables, producer payables, payroll payables and other accrued expenses,
increased primarily from the continued expansion of our franchise operations, which increased the accrual for estimated
commission expense due franchisees.

Payable under participation agreements is the amount we owe to funding institutions that have purchased participating
interests in loans pursuant to transactions that do not meet the true sale test of SFAS 140, “Accounting for Transfers and
Services of Financial Assets and Extinguishments of Liabilities.” Payable under participation agreements increased because
we sold more loans pursuant to transactions that did not meet the true sale test.

The premiums payable liability category is comprised primarily of amounts due to insurance companies for premiums
that are billed and collected by our franchisees. Premiums payable increased primarily from the continued expansion of our
franchise operations, which resulted in an increase of premiums billed and cotlected by our franchisees. Premiums payable
also increase from temporary fluctuations in agent billed activity.

Debt increased primarily as the result of increasing the line of credit balances for the purpose of funding increasing
loan inventory balances. The line of credit balances were $86,644,000 and $8,786,000 at December 31, 2006 and 2005,
respectively.

The following tables provide information regarding our Notes Receivable, Note Participations and asset-backed
securities, Notes Payable and Bonds & Debentures Payable principal balances and the corresponding weighted interest rates
as of the end of each quarter in 2006, 2005 and 2004 (excluding capitalized lease balances). Notes Receivable balances
include the loans originated by Brooke Credit to our franchisees and others, even though the notes may no longer be on our

_ balance sheet. Note Participations and asset-backed securities are comprised of loan participation interests that we have sold

to our funding institutions and securitization entities. The Note Participation balance includes participations sold that are
classified as a true sale and those that are not classified as a true sale or payable under participation agreements. The asset-
backed securities exclude the pertion of the securitization pools that are retained by us of $37,003,000, $32,898,000 and
$13,332,000 at December 31, 2006, 2005 and 2004, respectively. Notes Payable balances are comprised of borrowings to
fund the loans that we have made to our franchisees and others and include primarily notes issued to sellers of agencies we
have purchased, borrowings under our lines of credit and bank borrowings. Bonds and debentures payabie include bonds and
debentures that we have issued to primarily fund our lending and commission advance activities.

Notes Receivable (in thousands)

2006 2006 2008 2008 2004 2004
Principal Weighted Rate Principal Weighted Rate Principal Weighted Rate
1" Quarter .......cccecvevvveeeeee. $ 323,699 11.08% $ 219,331 896% $ 131,496 7.63%
2% QUArTET ..o 383,003 11.45% 249718 2.15% 153,823 7.68%
37 Quarter.......coevevveiennennas 418,847 11.73% 263,422 9.74% 177,197 7.79%
L@ [iT: 1y (= 489,136 11.84% 282,580 10.16% 199,889 8.04%

Note Participations and Asset-Backed Securities (in thousands)

2006 2006 2005 2005 2004 2004

Principal Weighted Rate Principal Weighted Rate Principal Weighted Rate
1* Quarter .......cccoccevenee. 3 233,966 8.61% $ 174,762 6.72% § 106,371 5.33%
2 Quarter.. ... eeceeenerenns 250,675 9.03% 181,146 7.01% 124,542 5.40%
3 Quarter......o.oooevernevene 313,131 9.15% 170,851 7.60% 132,868 5.66%
4* Quarter..........coveeeeeenee. 314,829 9.20% 216,361 7.75% 144,208 6.06%
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Notes Payable {in thousands)

2006 2006 2005 2005 2004 2004
Principal Weighted Rate Principal Weighted Rate Principal Weighted Rate
1# Quarter ........ccoevvniinn, § 89,407 8.01% § 63,003 6.46% $ 33,632 6.00%
2" Quarter.....coovveereeeveenes 130,010 8.00% 83,892 5.60% 43,903 6.19%
37 Quarter......ocvrevrerivnsnens 123,512 7.65% 85,212 4.54% 58,513 491%
4% QUATTET c.coneirerecreieane 176,973 8.19% 62,575 7.24% 73,093 4.47%
Bonds & Debentures Payable (in thousands)
2006 2006 2005 2005 2004 2004
Principal Weighted Rate Principal Weighted Rate Principal Weighted Rate
1% QUATET oo $ — — % $ 6724 897% $ 7,429 8.99%
27 Quarter.......o.ocociveeneens — — % 6,724 8.97% 7,429 8.99%
37 Quarter....oovrnieenennnnes — — % 2,409 8.70% 6,724 8.97%
4" Quarter.......ocoeeveveernnene. — — % — — % 6,724 8.97%

Income Taxes

For the years ended December 31, 2006, 2005 and 2004, we incurred income tax expenses of $5,992,000, $5,261,000
and $3,280,000, respectively, resulting in effective tax rates of 36%, 35% and 33%. As of December 31, 2006 and 2005, we
had current income tax liabilities of $4,293,000 and $474,000, respectively, and deferred income tax liabilities of $7,594,000
and $5,141,000, respectively. The deferred tax Liability is primarily due to the deferred recognition of revenues, for tax
purposes, on loans sold until interest payments are actually received.

Analysis by Segment

Our three reportable segments are Franchise Services, Lending Services and Brokerage Services. The Franchise
Services segment includes the sale of general insurance and related services to customers on a retail basis through franchisees
by Brooke Franchise. The Lending Services Segment includes our lending activities through Brooke Credit. The Brokerage
Segment includes the activities of Brooke Brokerage involving the sale of hard-to-place and niche insurance and the
brokering of loans to other agencies that sell these kinds of insurance.

Revenues, expenses, assets and liabilities for reportable segments were extracted from the separate audited financial
statements prepared for each segment. As such, consolidating entries are excluded and segment discussions will not always
correspond to our consolidated financial statements.

Each segment is assessed a shared services expense which is an internal atlocation of legal, accounting, human
resources, information technology and facilities management expenses based on our estimate of usage. Because consolidated
entries are excluded, the other operating expense category for reportable segments include internal allocations for shared
services expense during 2006, 2005 and 2004, of $4,800,000, $5,100,000 and $5,100,000, respectively, for the Franchise
Services segment, $1,800,000, $1,800,000 and $900,000, respectively, for the Lending Services Segment and $1,800,000,
$120,000 and $60,000, respectively, for the Brokerage Segment.

Revenues, expenses, assets and liabilities that are not allocated to one of the three reportable segments are categorized
as “Corporale.” Activities associated with Corporate include functions such as accounting, auditing, legal, human resources
and investor relations. Activities associated with Corporate also include real estate ownership and corporate real estate
management through Brooke Investments, Inc. and the operation of captive insurance companies that self-insure portions of
professional insurance agents’ liability exposure of Brooke Franchise, its affiliated companies and its franchisees and provide
financial guaranty policies to Brooke Credit and its participating lenders. In December 2006, we acquired an ownership
interest in First American Capital Corporation that resulted in a requirement to consolidate their financial information into
our financial statements. We have categorized the life insurance and brokerage activities of First American Capital
Corporation as Corporate.

Franchise Services Segment

Financial information relating to Brooke Franchise and our Franchise Services Segment is as follows (in thousands,
except percentages):
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2006 : 2005 %
Year Ended % Increase Year Ended Increase Year Ended
December 31, (decrease) December 31, (decrease) December 31,
2006 over 2005 2005 over 2004 2004

REVENUES
Insurance COMMISSIONS ....ooovvvevrieveecreceeeeans $ 99,190 23% 3% 80,490 40% § 57,619
Consulting fees .......ccovvrvvrvrrrrvecninrernieriviennnn. 2,731 (44) 4916 (6) 5,236
Gain on sale of businesses ...........oevvveeveennn. 3,059 (1 3,091 (41) 5,261
Initial franchise fees for basic services ......... 31,770 64 19,375 120 8,795
Initial franchise fees for buyers assistance

PHANS .ot s 3,137 (69) 10,133 25 8,122
Interest income.......cooeveeeeieeeecee v, 275 98 139 256 39
Other IICOME....veereeeece e s e s s evareesesas 2,186 150 874 314 211
Total operating revenues.................c.c.covvnns 142,348 20 119,018 40 85,283
EXPENSES
Commission eXPense ... orierererecreereeenna 78,318 22 64,233 37 46,725
Payroll expense ......ooicnicinnieien, 23,114 18 19,620 74 11,262
AMOIIZAON ..ot eveviett e eeeee e enr s 68 — (14) (103) 429
Other operating eXpenses ........ooovovverenriennns 35,241 36 25,978 63 15,929
Total operating expenses.............c.coeivvevinn, 136,741 25 109,817 48 74,345
Income from operations ...............cc............ 5,607 (39) 9,201 (16) 10,938
Interest eXpense ... eveevrivrcmrennrnne s 1,700 12 1,515 13 1,344
Income before income taxes ..................... $ 3,907 (49)% % 7,686 (20)% 3 9,594
Total assets (at period end) ....................... $ 63,043 8% 3 58,141 23% % 47,300

Commission Revenues Retail insurance commissions have increased primarily as a result of Brooke Franchise’s
continued expansion of franchise operations. Brooke Franchise also received commissions from the sale of investment
securities that are not directly related to insurance sales. However, these revenues are not sufficient to be considered material
and are, therefore, combined with insurance commission revenues,

Commission expense increased because insurance commission revenues increased and franchisees are typically paid a
share of insurance commission revenue. Commission expense represented approximately 79%, 80% and 81%, respectively,
of Brooke Franchise’s insurance commission revenue for the years ended December 31, 2006, 2005 and 2004,

Brooke Franchise sometimes retains an additional share of franchisees’ commissions as payment for franchisee
optional use of Brooke Franchise’s service or sales centers. However, all such payments are applied to service center/sales
center expenses and not applied to commission expense. As of December 3 [, 2006 and 2005, Brooke Franchise service
centers/sales centers totaled 20 and 24, respectively.

Profit sharing commissions, or Brooke Franchise's share of insurance company profits paid by insurance companies on
policies written by franchisees, and other such performance compensation, increased $607,000, or 12%, to $5,646,000 in
2006 and $1,952,000, or 63%, to $5,039,000 in 2005. Profit sharing commissions represented approximately 6%, 6% and
5%, respectively, of Brooke Franchise’s insurance commissions for the years ended December 31, 2006, 2005 and 2004,
Franchisees do not receive any share of Brooke Franchises® profit sharing commisstons.

Net commission refund liability is our estimate of the amount of Brooke Franchise’s share of retail commission refunds
due to insurance companies resulting from future policy cancellations. As of December 31, 2006 and 2005, Brooke Franchise
recorded corresponding total commission refund liabilities of $535,000 and $716,000, respectively. Correspondingly,
commission refund expense decreased in 2006 to reflect this lower estimate.

Payroll expense Payroll expense increased partially as the result of developing the personnel, processes and systems
required to support growth in franchise locations in 2006 and anticipated additional growth in 2007, Payroll expense also
increased partially as the result of the provision by Brooke Franchise of additional assistance to franchisees coping with
financial stress resulting from less commission revenues from reduction of premium rates by insurance companies and
increased expenses from higher interest rates.
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Other operating expenses Other operating expenses represented approximately 25%, 22% and 19%, respectively, of
Brooke Franchise’s total revenues for the years ended December 31, 2006, 2005 and 2004, Other operating expenses
increased at a faster rate than total operating revenues partially as the result of increases in operating expenses for company-
owned stores and increases in the advertising and other marketing assistance provided to franchisees. Other operating
expenses also increased at a faster rate than total operating revenues partially as the result of the provision by Brooke
Franchise of additional assistance to franchisees coping with financial stress resulting from less commission revenues from
reduction of premium rates by insurance companies and increased expenses from higher interest rates.

Advertising expenses increased $2,085,000, or 34%, to $8,305,000 in 2006 from $6,220,000 in 2005. Advertising
expenses increased $1,425,000, or 30%, to $6,220,000 in 2005 from $4,795,000 in 2004. Marketing allowances made to
franchisees increased $901,000, or 25%, to $4,533,000 in 2006 from $3,632,000 in 2005. Marketing allowances made to
franchisees increased $2,786,000, or 329%, to $3,632,000 in 2005 from $846,000 in 2004,

Operating expenses for company-owned stores increased $1,861,000, or 40%, to $6,494,000 in 2006 from $4,633,000
in 2005. Although operating expenses from company-owned stores represented a significant part of the overall increase in
other operating expenses, these expenses were approximately the same as commission revenues generated by company-

owned stores totaling $6,151,000 and $4,466,000, respectively, for the years ended Decemnber 31, 2006 and 2005. Company- '

owned stores revenues and expenses for years prior to 2005 are not available.

Initial Franchise Fees for Basic Services A certain level of basic services is initially provided to all franchisees,
whether they acquire an existing business and convert it into a Brooke franchise, start up a new Brooke franchise location or
acquire a company developed franchise location. These basic services include services usually provided by other franchisors,
including a business model, use of a registered trade name, access to suppliers and a license for an Internet-based
management system. The amount of the initial franchise fees typically paid for basic services is currently $165,000 and was
$125,000 for most of 2005. We expect the initial franchise fee rate for basic services to increase as demand for access to our
trade name, suppliers and business model increases.

Revenues from initial franchise fees for basic services are recognized as soon as Brooke Franchise delivers the basic
services to the new franchisee, such as access to insurance company contracts, access to the Company’s management system,
and access to the Company’s brand name. Upon completion of this commitment, Brooke Franchise has no continuing
obligation to the ffanchisee.

Prior to 2006, initial franchise fees for basic services were typically assessed once for each franchisee, even though
some franchisees operated multiple locations. Beginning in 2006, an initial franchise fee for basic services was assessed for
each location. A total of 227 and 210 new franchise locations were added during the years ended December 31, 2006 and
2003, respectively. The number of new franchise locations increased in 2006 as compared to 2005 primarily because the
demand for access to our trade name, suppliers and business model increased in 2006. The increase in the amount of initial
franchise fees for basic services resulted from continued expansion of Brooke Franchise’s franchise operations, the increase
in the amount of initial franchise fees for basic services and the change to charging initial franchise fees for basic services on
a per location basis.
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The following table summarizes information relating to mitial franchise fees for basic services.

Summary “of Initial Franchise Fees For Basic Services
and the Corresponding Number of Locations
(in thousands, except number of locations)

Start-up Related . Conversion Related Company Developed Total Initial
Initial Franchise Fees Initial Franchise Fees Initial Franchise Fees Franchise Fees
for Basic Services for Basic Services for Basic Services for Basic Services
(Locations) ' {Locations} (Locations) {L.ocations)
Year Ended
December 31, ;
2006..................... $ 23820 168 § 7215 55 8§ 735 4§ 31,770 227
Year Ended
December 31, :
2005 ..., 12,375 108 7,000 102 0 0 19,375 210
Year Ended ’
December 31, 1 :
2004 ..................... _ 3,800 41 4995 115 0 0 8,795 156

Initial Franchise Fees for Buyers Assistance Plans The amount of the total initial franchise fees for all initial
services typically varies based on the level of additional assistance provided by Brooke Franchise, which is
largely determined by the size of the acquisition. We typically base our initial franchise fees for buyers assistance plans on
the estimated revenues of the acquired business. We allocate initial franchise fees collected in excess of the initial franchise
fees for basic services to initial franchise fees for buyers assistance plans. All initial franchise fees are paid to Brooke
Franchise when an acquisition closes. A significant part of Brooke Franchise’s commission growth has come from
acguisitions of existing businesses that are subsequently converted into Brooke franchises.

The decrease in initial franchise fees for buyers assistanice plans is primarily attributable to a decrease in conversion
activity, the increase in the amount charged for initial franchise fees for basic services, the change to charging initial
franchise fees for basic services on a per location basis, and the establishment of a cap, or maximum amount, on initial
franchise fees for buyers assistance plans that.are charged for each acquisition.

Brooke Franchise provides assistance regarding the acquisition and conversion of businesses such as compilation of an
inspection report which is delivered to franchisees on or prior to closing. As such, Brooke Franchise performs substantially
all of the buyers assistance plan services before an acquisition closes and, in 2006, therefore, recognized all of the initial
franchise fee revenue for buyers assistance plan at the time of closing. However, in 2003, a relatively small level of buyers
assistance plan services were performed during the four months after acquisition, including reimbursements for advertising
and training. For this reason, a relatively small portion of the initial franchise fees for buyers assistance were correspondingly
deferred until the service was performed. To reflect revenues not yet earned, we deferred $0, $118,000 and $410,000 of
initial franchise fee revenues for buyers assistance plans as of December 31, 2006, 2005 and 2004, respectively.

Buyers assistance plans provide initial converston assistance for recently acquired businesses and buyers assistance
plan services are, therefore, not provided to buyers of businesses that are already franchises. In addition, buyers assistance
plans are not typically provided to franchisees selling to other franchisees and are not provided to franchisees purchasing
businesses that had previously been purchased by Brooke Franchise in the past twenty-four months. A total of 16, 87 and {15
of the new franchise locations in 2006, 2005 and 2004, respectively, represent businesses that were converted into Brooke
franchises and received assistance through initial buyers assistance plans.

Seller Related Revenues Seller related revenues typically are generated when a business is acquired by Brooke
Franchise for sale to a franchisee. Seller related revenues include consulting fees paid directly by sellers, gains on sale of
businesses from deferred payments, gains on sale of businesses relating to company-owned stores, and gains on sale of
businesses relating to inventory. A primary aspect of Brooke Franchise’s business is the buying and selling of businesses.
Therefore, all seller related revenues are considered part of normal business operations and are classified on our income
statement as operating revenue. Seller related reventes decreased $2,217,000, or 28%, to $5,790,000, in 2006 and decreased
$2,490,000, or 24%, to $8,007.000, in 2005. The trend of decreasing seller related revenues is partially attributable to an
increasing emphasis by Brooke Franchise on recruitment of start up and company developed franchises and a decreasing
emphasis on recruitment of conversion franchises to purchase businesses acquired by Brooke Franchise.

Consulting fees. Brooke Franchise helps sellers prepare their businesses for sale by developing business profiles,
tabulating revenues, sharing its document library and general sale preparation. The scope of the consulting engagement is
largely determined by the size of the business being sold. Consulting fees are typically based on the transaction value, are




contingent upon closing of the sales transaction, and are paid at closing. Brooke Franchise completes its consulting obligation

at closing and is not required to perform any additional tasks for the seller. Therefore, with ne continuing obligation on the
part of Brooke Franchise, consulting fees patd directly by sellers are recognized immediately.

Gains on Sale of Businesses from Deferred Payments. Our business includes the buying and selling of insurance
agencies and occasionally holding them in inventory. When purchasing an agency, we typically defer a portion of the
purchase price, at a low or zero interest rate, to encourage the seller to assist in the transition of the agency to one of our
franchisees. We carry our liability to the seller at a discount to the nominal amount we owe, to reflect the below-market
interest rate. When we sell an acquired business to a franchisee (typically on the same day it is acquired), we generally sell it
for the full nominal price (i.e. before the discount) paid to the seller. When the sale price of the business exceeds the carrying
value, the amount in excess of the carrying value is recognized as a gain. Gains on sale resulting primarily from discounted
interest rates increased $145,000, or 12%, to $1,330,000 in 2006 and increased $375,000, or 46%, to $1,185,000 in 2005,

We regularly negotiate below-market interest rates on the deferred portion of the purchase prices we pay sellers. We
consider these below market interest rates to be a regular source of income related to the buying and selling of businesses.
Although we have a continuing obligation to pay the deferred portion of the purchase price when due, we are not obligated to
prepay the deferred portion of the purchase price or to otherwise diminish the benefit of the below-market interest rate upon
which the reduced carrying value was based. :

The calculation of the reduced carrying value, and the resuliing gain on sale of businesses, is made by calculating the
net present value of scheduled future payments to sellers at a current market interest rate. The following table provides
information regarding the corresponding calculations:

Calculation of Seller Discounts Based On Reduced Carrying Values

(in thousands, except percentages and number of days)

Beginning Weighted Weighted Interest Rate Used ' Reduced Gain on Sale
Principal Average Average for Net Present Full Nominal Carrying from Deferred
: Balance Rate Maturity Value Purchase Price Value Payments
$ 8,047 9.41% 464 days 2.009.75% 3% 23,625 3§ 22,295 % 1,330
10,380 | 1.69% 606 days 6.75-8.75% 24,045 22,860 1,185
7,669 591% 807 days 5.50-6.75% 8,221 7,411 ‘ 810

Gains on Sale of Businesses—Company-owned Stores. If we expect to own and operate businesses for more than one
year, we consider these businesses to be company-owned stores and treat such transactions under purchase accounting
principles, including booking intangible assets and recognizing the related amortization expense. By contrast, businesses
purchased for resale to our franchisees (usually within one year) are carried at cost as business inventory, without the booking
of intangible assets. (Gains on sale resulting from the sale of company-owned stores was $0 in 2006 and $68,000 in 2005,

Gains on Sale of Businesses—Inventoried Stores. As noted above, acquired businesses are typically sold on the same
day as acquired for the same nominal price paid to the seller. However, this is not always the case and businesses are
occasionally held in inventory. As such, gains and losses are recorded when an inventoried business is ultimately sold and
carrying values of inventoried businesses are adjusted to estimated market value when market value is less than cost. Gains
on sale resulting from the sale of inventoried stores decreased $109,000, or 6%, to $1,729,000 in 2006 from $1,838,000 in
2005. Gains on sale resulting from the sale of inventoried stores increased $1,657,000, or 915%, to $1,838,000 in 2005 from
$181,000 in 2004.

Income Before Income Taxes Brooke Franchise’s income before income taxes decreased $3,779,000, or 49%, to
$3,907,000 in 2006 from $7,686,000 in 2005. Income before income taxes decreased $1,908,000, or 20%, to $7,686,000 in
2005 from $9,594,000 in 2004. The reduction in income is partially attiributable to an increase in payroll and other operating
expenses incurred for the development of personnel, systems and infrastructure required to support growth in franchise
locations in 2006 and anticipated additional growth in 2007. The reduction of income is also partially attributable to
increasing payroll and other operating expenses incurred while assisting franchisees in coping with financial stress resulting
from less commission revenues from reduction of premium rates by insurance companies while expenses have increased as
the result of higher interest rates. :

Company-Owned Stores This discussion of company-owned stores is separated into four store types: 1) inventoried
stores, 2) managed stores, 3) pending stores, and 4) developed stores. Inventoried stores include businesses purchased by
Brooke Franchise for resale to franchisees. Managed stores include businesses as to which Brooke Franchise has entered into
agreements with franchisees to manage stores as a result of lender collateral preservation, the disability of the franchisee, the
death of the franchisee or other circumstances. Pending stores include businesses that franchisees have contracted to sell, but
the transactions have not yet closed, and Brooke Franchise is managing the store to reduce the likelihood of asset
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deterioration prior to closing. Managed and pending stores are not recorded as an asset on Brooke Franchise’s balance sheet.
However, because Brooke Franchise is entitled by agreement to the income and responsible for the expenses of the business
until the agreement terminates or ownership is transferred, such income and expenses of managed and pending stores are
recorded to Brooke Franchise’s income statement and we, therefore, include the business in our discussions of company-
owned stores. Brooke Franchise develops business locations that have not been previously owned by a franchisee. Because
the store has been developed by Brooke Franchise instead of purchased from third parties, all income and expenses
associated with development and operation are recorded by Brooke Franchise as income and expenses, but an asset is not
recorded on Brooke Franchise’s balance sheet. :

Inventoried Stores The number of total businesses purchased into inventory in 2006, 2005 and 2004 was 33, 69 and 51,
respectively. At December 31, 2006, 2005 and 2004, respectively, Brooke Franchise held 3, 4 and 2 businesses in inventory
with respective total balances, at the lower of cost or market, of $2,333,000, $5,058,000 and $1,022,000. Write down expense
on inventoried stores, resulting from a decrease in the market values of inventoried businesses, for the years ended
December 31, 2006, 2005 and 2004 totaled $975,000, $0 and $130,000, respectively. Revenues from the operation of
inventoried stores for 2006 and 2005 totaled $941,000 and $1,158,000, respectively. Expenses incurred in the operation of
inventoried stores for 2006 and 2005 totaled $499,000 and $994,000, respectively.

The number of businesses twice-purchased into inventory within twenty-four months is an important indicator of
Brooke Franchise’s success in recruiting qualified buyers. There were 0, | and 3 businesses twice-purchased during 2006,
2005 and 2004, respectively. Some franchisees have experienced an adverse affect on profitability and cash flow from
increased loan interest rates on agency acquisition loans and lower commissions resulting from the effect of decreased
premium rates. Otherwise, Brooke Franchise is not aware of any systemic adverse profitability or cash flow trends being
experienced by buyers of businesses from its inventory.

Managed Stores At December 31, 2006 and 2003, the total number of businesses managed under contract, but not
owned, by Brooke Franchise was 13 and 7, respectively. Revenues from the operation of managed stores for the years ended
December 31, 2006 and 2005 totaled $4,261,000 and $1,561,000, respectively. Operating expenses incurred by managed
stores for the years ended December 31, 2006 and 2005 totaled $3,301,000 and $1,327,000, respectively. Additionally,
owmner’s compensation expenses incurred by managed stores for the years ended December 31, 2006 and 2005 totaled
$1,665,000 and $582,000, respectively.

Pending Stores At December 31, 2006 and 2005, the total number of businesses under contract for sale and managed
by Brooke Franchise pending closing of a sale was 11 and 2, respectively. Revenues from the operation of pending stores for
the years ended December 31, 2006 and 2005 totaled $934,000 and $1,747,000, respectively. Operating expenses incurred by
pending stores for the years ended December 31, 2006 and 2005 totaled $344,000 and $1,141,000, respectively. Additionatly,
owner’s compensation expenses incurred by pending storcs for the years ended December 31, 2006 and 2005 totaled
$494,000 and $589,000, respectively.

Developed Stores At December 31, 2006 and 2003, the total number of businesses owned and under development by
Brooke Franchise was 14 and 1, respectively. Revenues from developed stores for the years ended December 31, 2006 and
2005 totaled $16,000 and $0, respectively. Operating expenses incurred by developed stores for the years ended
December 31, 2606 and 2005 totaled $190,000 and $0, respectively.

Same Store Sales Revenue generation, primarily commissions from insurance sales, is an important factor in franchise
financial performance and revenue generation is carefully analyzed by Brooke Franchise. Twenty-four months after initial
conversion of an acquired business, Brooke Franchise considers a franchise “seasoned” and the comparison of current to
prior year revenues a more reliable indicator of franchise performance. Combined same store sales of seasoned converted
franchises and start up franchises for years ended December 31, 2006 and 2005 decreased 2% and 1%, respectively, The
median annual revenue growth rates of seasoned converted franchises and qualifying start up franchises for the years ended
December 31, 2006 and 2005 were -1% and -1%. All same store calculations exclude profit sharing commissions. Same store
calculations are based entirely on commissions allocated by Brooke Franchise to franchisees’ monthly statements. Brooke
Franchise is unable to determine the impact, if any, on same store calculations resulting from commissions that franchisees
receive but do not process through Brooke Franchise as required by their franchise agreement.

Same store sales performance has been adversely affected by the “soft” property and casualty insurance market, which
is characterized by a flattening or decreasing of premiums by insurance companies, Our franchisees predominately sell
personal lines insurance with more than 30% of our total commissions resulting from the sale of auto insurance policies and
Brooke Franchise believes that the insurance market has been particularly soft with regards to premiums on personal lines
insurance policies.
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Franchise Balances Brooke Franchise categorizes the balances owed by franchisees as either statement balances or
non-statement balances. Statement balances are generally short-term and non-statement balances are generally longer term.
We believe the most accurate analysis of franchise balances occurs immediately after settlement of franchisees’ monthly
statements and before any additional entries are recorded to their account. Therefore, the following discussion of franchise
balances is as of the settlement date that follows the corresponding cormmission month.

Statement Balances Brooke Franchise assists franchisees with short-term cash flow assistance by advancing
commissions and granting temporary extensions of due dates for franchise statement balances owed by franchisees to Brooke
Franchise. Franchisees sometimes require short-term cash flow assistance because of cyclical fluctuations in commission
receipts. Short-term cash flow assistance is also required when franchisees are required to pay Brooke Franchise for
insurance premiums due to insurance companies prior to receipt of the corresponding prermiums from policyholders. The
difference in these amounts has been identified as the “‘uncollected accounts balance” and this balance is calculated by
identifying all charges to franchise statements for net premiums due insurance companies for which a corresponding deposit
from policyholders into a premium trust account has not been recorded. Despite commission fluctuations and uncollected
accounts balances, after initial conversion into its franchise system, Brooke Franchise expects franchisees’ to regularly pay
their statement balances. As such, Brooke Franchise categorizes as “watch” those statement balances that have not been
repaid in full at least once in the previous four months. The increase in watch statement balances is partially attributable to
financial stress resulting from less commission revenues from reduction of premium rates by insurance companies and
increased expenses from higher interest rates.

The following table summarizes total statement balances, uncollected account balances and watch statement balances
as of September, 2006 and December, 20035.

As of As of
December 31, 2006 December 31, 2005
Total Statement BalamnCes .o ovooeieeeoeeeeeeeeeee oo 5 6,214,000 $ 4,047,000
Uncollected Accounts* (Included in Above Total Statement
BAlAanCes) ..ottt e $ 3,778,000 % 3,681,000
Watch Statement Balances (Included in Above Total Statement
BAlANCES) oottt 3 5,476,000 § 1,859,000
Watch Statement Uncollected Accounts®** ......covvvvivicevceiennene, $ 1,804,000 $ 865,000
* These amounts are limited to uncollected balances for franchisees with unpaid statement balances as of December 2006
and 2005.
**  These amounts are limited to uncollected balances for franchisees with watch statement balances as of December 2006
and 2003,

Non-statement Balances Separate from short-term statement balances, Brooke Franchise also extends credit to
franchisees for long-term producer development, including hiring and training new franchise employees, and for other
reasons not related to monthly fluctuations of revenues. These longer term non-statement balances are not reflected in the
short-term statement balances referenced above and totaled $9,115,000 and $3,334,000, respectively, as of December 2006
and 2005. During the years ended December 2006 and 20035, non-statement balances increased at a faster rate than
commissions primarily as a result of the increasing use of our producer development program by an increasing number of
start up and company developed franchises,

Brooke Franchise’s experience indicates that producer failure is usually identified within three months of initiating a
producer development program and producer failure significantly increases the likelihood of credit losses. Therefore, Brooke
Franchise categorizes as “watch” balances all balances for producers who are in the first three months of development. Watch
non-statement balances totaled $10,000 and $527,000 as of December 2006 and 2005, respectively, The decrease in watch
non-statement balances is attributable to the financing of more producer development expenses through lenders.

Allowance for Doubtful Accounts The balance of Brooke Franchise’s Allowance for Doubtful Accounts was
$1,466,000 and $716,000, respectively, on December 31, 2006 and 2005. The amount of the Allowance for Doubtful
Accounts was determined based on analysis of Brooke Franchise’s watch balances, write off experience and Brooke
Franchise’s evaluation of the potential for future losses. The increase in the Allowance for Doubtful Accounts is partially
attributable to an increase in watch statement balances and partially attributable to an increase in overall franchise balances.

The following table summarizes the Allowance for Doubtful Accounts activity for December 31, 2006, 2005, and 2004
(in thousands). Additions to the allowance for doubtful accounts are charged to expense.
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Valuation and Qualifying Accounts

Balance at Write off Write off Balance at
beginning Charges to statement non-statement end of
of year Expenses balances balances year
Allowance for Doubtful Accounts :
Year ended December 31, 2004.............. I $ 0 % 1,757 § 1,182 § 0% 575
Year ended December 31, 2005.............. vereverenn 575 2,674 1,336 1,497 716
Year ended December 31, 2006..........c.ccccornenan. A 716 % 4313 § 3026 § 537 % 1,466

Lending Services Segment

The following discussions regarding loan balances, number of loans, number of obligors, interest rates and seasoning
periods exclude related party loans made to Brooke Corporation and sister companies. As of December 31, 2006, loan
balances in which Brooke Credit has retained interest and/or servicing rights, totaled approximately $483,278,000 compared
to $277,414,000 as of December 31, 2005, a 74% increase. Of the loan balances as of December 31, 2006, $164,153,000
were on-balance sheet and $319,125,000 were off-balance sheet, compared 1o $44,178,000 on-balance sheet and
$233,236,000 off-balance sheet as of December 31, 2005. On-balance sheet loans consist of (1} those loans held in inventory
on the balance sheet, (2) those loans sold to participating lenders that do not gualify as truc sales pursuant to the criteria
established by SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”
(“SFAS 140™), and (3) those loans sold to Brooke Credit’s warechouse entities that are bankruptcy-remote special purpose
entities. Off-balance sheet loans consist of (1) those loans sold to participating lenders that qualify as true sales pursuant to
the criteria established by SFAS 140, and (2) those loans sold to qualifying special-purpose securitization entities that qualify
for a true sale pursuant to the criteria established by SFAS 140,

As of December 31, 2006, loan balances were comprised of 1,156 loans with 750 obligors, resulting in an average
balance per loan of approximately $418,000 and an average balance per obligor of approximately $644,000. As of
December 31, 2005, loan balances were comprised of 968 loans with 513 obligors, resulting in an average balance per loan of
$287,000 and average balance per obligor of $541,000.

A majority of Brooke Credit’s loans are variable rate loans and are based on the New York Prime rate (“Prime”) as
published in the Wall Street Journal. However, Brooke Credit has fixed rates on approximately 1% of its portfolio. Typically
the interest rate adjusts daily based on Prime; however, approximately 10% of Brooke Credit’s portfolio as of December 31,
2006 adjusts annually based on Prime and an immaterial amount of its loans adjust monthly based on Prime. As of
December 31, 2006, Brooke Credit’s variable loan portfolio had a weighted average index rate of approximately 3.79%
above Prime, compared to approximately 3.63% above Prime as of December 31, 2005,

As of December 31, 2006 and 2005, the weighted average seasoning period of the loans in Brooke Credit’s portfolio
was 14 months, As of December 31, 2006, the weighted average months to maturity or remaining term was 131 months,
compared to 136 months as of December 31,.2005.

Brooke Credit mitigates credit risk by retaining industry consultants and franchisors (“Collateral Preservation
Providers”) to provide certain collateral preservation services, including assistance in the upfront analysis of a credit
application, assistance with due diligence activities, assisting in ongoing surveillance of a borrower’s business and providing
certain loss mitigation activities associated with distressed loans. Loss mitigation activities typically include marketing
support, operational support, management services and liquidation services. For these collateral preservation services, Brooke
Credit shares a portion of the loan fee and interest income received on loan balances over the life of the loans.

In 2005, Brooke Franchise and Brooke Brokerage were the sole Collateral Preservation Providers. However, as loan
balances increased during 2006, Brooke Credit correspondingly increased the number of Collateral Preservation Providers
that it utilizes to help mitigate credit exposure and maintain credit quality. During the year ended December 31, 2006, Brooke
Credit paid $4,263,000 in collateral preservation fees to Collateral Preservation Providers, including Brooke Franchise,
Brooke Brokerage’s subsidiary, CJD & Associates, L.L.C., and First Life Brokerage, Inc. {Brooke Capital Advisors, Inc. as
of February 2007), all affiliates, compared to $827,000 paid for the year ended December 31, 2005. In some cases, these
affiliates may contract with unaffiliated third parties to assist them in providing collateral preservation services.

In recent years, Brooke Credit’s results of operations have been significantly impacted by the growth of its portfolio,
the expansion of its loan funding sources, the development of a securitization model and the expansion of its lending
programs. The following table shows income and expenses (in thousands, except percentages) for the years ended
December 31, 2006, 2005 and 2004, and the percentage change from period to period.
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2006 2005
Year Ended % Increase Year Ended % Increase Year Ended
December 31, (decreasc) December 3t, {decrease) December 31,
2006 aver 2005 2005 over 2004 2004

Operating revenues

Interest INCOME.........ooooevvevviiceiecreeevr s, 42,728 85% $ 23,106 B5% § 12,506
Participating interest eXpense ............couovnr.e. (23,581 90 (12,432) 84 (6,767)
(ain on sale of notes receivable ..........o....... 7,409 (1) 7,439 205 2,448
Other INCOME......coeveivivcciceieeiee e 224 29 il6 394 64
Total operating revenues..........ocoeveveenvennnnn 26,780 45 18,449 124 8,251
Operating expenses

Other operating interest €xpense ................... 3,125 63 1,920 . 168 717
Payroll expense ..o 1,596 B 1,483 3 1,441
AMOIIZAON oo e 876 (22) 1,120 15 973
Other operating expenses............ccoccccoeenee 5,999 114 2,802 150 1,121
Total operating expenses,.........c.coocvvvvcnenen, ) 11,596 58 7325 72 4.2532.
Income from operations............c..cceoevvne. 15,184 36 11,124 178 3,999
Interest eXpense .........cccovecverenviciesesenseeeneen, 3919 204 1,288 99 648
Income before income taxes....................... 11,265 -~ 15 9,836 194 3,351
Total assets (at period end) .weeuesrmnrenne $ 254,228 163% $§ 96,629 23% $ 78,821

Interest Income Brooke Credit typically sells most of the loans it originates to funding institutions as loan
participations and to accredited investors as asset-backed securities. Prior to either type of sale transaction, Brooke Credit
typically holds these loans on its balance sheet and earns interest income during that time. After the loans are sold, Brooke
Credit continues to earn interest income from the retained interests in these off-balance sheet loans. Interest income increased
primarily as a result of growth in Brooke Credit’s on and off-balance sheet loan balances in 2006 and 2003,

Participating Interest Expense A portion of the interest income that Brooke Credit receives on its loans is paid out to
the holders of the participation interests and asset-backed securities. Payments to these holders are accounted for as
participating interest expense, which is netted against interest income in the consolidated statements of operations,
Participating interest expense increased primarily as a result of the increase in participation interests and asset-backed
securities that were sold. Participation interest expense represented approximately 55%, 54% and 54%, respectively, of
Brooke Credit’s interest income for the year ended December 31, 2006, 2005 and 2004,

Gain on Sales of Notes Receivable When the sale of a loan is classified as a true sale pursuant to the criteria
established by SFAS 140, gains or losses are recognized, loans are removed from the balance sheet and residual assets are
recorded. Brooke Credit estimates the value of the residual assets by estimating the present value of the expected future cash
flows from the interest and servicing spread, reduced by its estimate of credit losses and note receivable prepayments. The
interest and servicing spread is the difference between the rate Brooke Credit pays to participating lenders and investors and
the rate received from its borrowers. Over time, as Brooke Credit receives cash from the payment of interest and servicing
income, it reduces the value of the residual asset by writing down the interest asset and amortizing the servicing assets.
Revenues from gain on sales of notes reccivables decreased slightly in 2006, as compared to 2005. The decrease occurred
primarily because Brooke Credit securitized more notes receivable in 2005 than in 2006. Revenues from gain on sales of
notes receivables increased in 2005, as compared to 2004 because Brooke Credit securitized more notes receivable in 2005.

When the sale of a loan is not classified as a true sale pursuant to the criteria established by SFAS 140, the sale is
classified as a secured borrowing, no gain on sale is recognized, and the note receivable and the corresponding payable under
participation agreement remain on the balance sheet,

One component of the gain on sales of notes receivable is the gain associated with Brooke Credit’s ongoing servicing
responsibilities. When the sale of a loan participation is accounted for as a true sale, Brooke Credit retains servicing
responsibilities for which it typically receives annual servicing fees ranging from 0.25% to 1.375% of the outstanding
balance. A gain or loss is recognized immediately upon the sale of a loan participation based on whether the annual servicing
fees are greater or less than the cost of servicing, which is estimated at 0.25% of the outstanding loan balance. The gain or
loss associated with loan servicing is determined based on a present value calculation of future cash flows from servicing the
underlying loans, net of servicing expenses and prepayment assumptions. For the years ended December 31, 2006, 2005 and
2004, the net gains (losses) from loan servicing totaled $2,609,000, $753,000 and $1,971,000, respectively, which consisted
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of gains from servicing benefits of $2,609,000, $788,000 and $1,998,000, respectively, and losses from servicing liabilities of
$0, $35,000 and 327,000, respectively. The increase in net gains from loan servicing benefits in 2006 is primarily the result
of increased loan originations and loan participation sales. The decrease in net gains from loan servicing benefits and
servicing losses in 2005 is primarily the result of increased securitization activity and relatively fewer loan participation sales.

In a true sale, Brooke Credit also records a gain on sale for the interest benefit based on a present value calculation of
future expected cash flows of the interest spread on the underlying loans sold, net of prepayment and credit loss assumptions,
At December 31, 2006, this spread was approximately 2.24% for true sale participation loans sold and approximately 3.56%
for asset-backed securities sold. At December 31, 2005, this spread was approximately 1.65% for true sale participation loans
sold and approximately 3.52% for asset-backed securities sold. These spread percentages discussed exclude the spread
associated with related party loans sold; however, the following discussion of interest benefit gains and losses include related
party loans sold, as those amounts are consolidated in Brooke Credit’s results of operations. During 2006, 2005 and 2004, the
net gains from interest benefits totaled $4,800,000, $6,706,000 and $477,000, respectively, which included gross gains from
interest benefits of $7,339,000, $8,476,000, and $2,255,000, respectively, and losses from write downs of retained interest
asset to fair market value of $2,539,000, $1,770,000 and $1,778,000, respectively. The decrease in net gains from interest
benefits in 2006 is primarily the result of securitizing fewer loans in 2006 and the increase in 2005 is primarily the result of
increased loan originations, increased level of securitized loans and increased loan participation sales as compared to 2004.

Gains {losses) from servicing and interest benefits are typically non-cash gains (losses), as Brooke Credit receives cash
equal to the carrying value of the loans sold. A corresponding adjustment has been made on the Statement of Cash Flows to
reconcile net income to net cash flows from operating activities. Gain-on-sale accounting requires Brooke Credit to make
assumptions regarding prepayment speeds and credit losses for participated loans and asset-backed securities. The
performances of these loans are monitored, and adjustments to these assumptions will be made if necessary. Underlying
assumptions used in the initial determination of future cash flows on the participation loans and asset-backed securities
accounted for as sales include the following:

Business Loans Business Loans
(Adjustable-Rate Stratum) (Fixed-Rate Stratum)
Prepayment speed™® ........cviieiinineinieen 10.00% 8.00%
Weighted average life (months) ... 137 38
Expected credit 10SSes® ... 0.50% 0.21%
Discount Rate® ... 11.00% 11.00%

*  Annual rates

Diring the fourth quarter of 2005, the discount rate assumption was changed from 8.50% to 11.00%. Several factors
were considered when determining the discount rate. As a starting point for analyzing this assumption, a range of the risk-
free rate was used to determine a base discount rate, This base discount rate was then adjusted for various risk characteristics
associated with the sold loans. '

The most significant impact from the sale of loan participations and asset-backed securities has been the removal of
loans from Brooke Credit’s balance sheet that it continues to service. As of December 31, 2006 and December 31, 2005, the
balances of those off-balance sheet assets totaled $319,125,000, or 66% of its portfolio, and $233,236,000, or 84% of its
portfolio, respectively. These amounts exclude sales of related party loans of $5,858,000 as of December 31, 2006 and
$5,166,000 as of December 31, 2005. The increased level of off-balance sheet assets is primarily the result of a larger loan
portfolio and the continued sale of loan participations and asset-backed securities.

Loan Servicing Assets and Liabilities When Brooke Credit recognizes non-cash gains for the servicing benefits of
loan participation sales, it books that amount as a loan servicing asset on its balance sheet. This amount is equal to Brooke
Credit’s estimate of the present value of future cash flows resulting from the servicing spread. Brooke Credit recognizes such
assets only when the income allocated to its servicing responsibilities exceeds its cost of servicing, which Brooke Credit
typically estimates at 0.25% of the loan value being serviced. Components of the servicing asset as of December 31, 2006
were as follows (in thousands):

Estimated cash flows from loan servicing fees. ... $ 8949
Less: ‘
SETVICING EXPEISE cocurerireeceieeeiece ettt es et et sems et et sbe et sb b et eb it (1,558)
Discount 10 present ValUe ...t (2,879)
Carrying Value of Retained Servicing Interest in Loan Participations...................... S 4,512
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In connection with the recognition of non-cash losses for the servicing liabilities of loan participation sales, the present
value of future cash flows was recorded as a servicing liability. Components of the servicing liability as of December 31,
2006 were as follows (in thousands);

Estimated cash flows from 1oan servicing fees.......oovciinn s b O
Less:
SETVICUNE EXPBIISE .evecveeirenrrreeca e resseseem s s e sresesoms e e bbb s bbb e 41
Discount to present value (1N
Carrying Value of Retained Servicing Liability in Loan Participations............ccoue. § 24

Loan Participations-Interest-Only Strip Receivable Asset To the extent that the difference between the rate paid by
Brooke Credit to participating lenders and the rate received from its borrowers exceeds the maximum of 1.375% allocated to
the servicing benefit, Brooke Credit recognizes a non-cash asset, called an “Interest-only strip receivable asset,” on its
balance sheet. This amount is equal to Brooke Credit’s estimate of the present value of expected future cash flows resulting
from this interest spread, net of credit loss (to the extent loans are sold to participating lenders with recourse to the Company)
and prepayment assumptions, Components of the interest receivable asset as of December 31, 2006 were as follows (in
thousands):

Estimated cash flows from interest iNCOME ... .ivvveevireereeiereeie e e eeeee e e e e e e $ 6,223
Less:
Estimated credit LoSSES™ .....oviiiiiiieir s tiieries i e e renres e renne e (41)
Discount to present value (1,685)
Carrying Value of Retained Interest in Loan Participations ......c..cvemierenmnrcrinnn. $ 4497

* Estimated credit losses from liability on sold recourse loans with balances totaling $2,247,000 as of December 31, 2006.
Credit loss estimates are based upon experience, delinquency rates, collateral adequacy, market conditions and other
pertinent factors. :

Securitization-Interest-Only Strip Receivable Asset The terms of Brooke Credit’s securitizations require the over-
collateralization of the pool of loan assets that back the securities sold to investors. Brooke Credit retains ownership of the
resulting subordinate loan tranche in the loan pool and has historically borrowed money from commercial banks to fund this
investment. Additionally, Brooke Credit recognizes a non-cash gain from subordinate interest spread in the securitization
cash flow, which is not sold to outside investors and is retained by Brooke Credit. Brooke Credit, therefore, retains a credit
exposure in each loan pool. Brooke Credit’s subordinate loan tranche and subordinate retained interest spread is included
within “Securities” on our balance sheet. As of December 31, 2006, $50,320,000 of the securities resulted from retained
interests in securitizations. The fair value of these securities is comprised of the subordinate loan tranche in the securitized
loan pools totaling $37,003,000, the interest-only strip receivable asset, evidencing retained interest spread, totaling
$12,094,000 and the cash held in the securitization entities of $1,223,000.

Components of the interest receivable portion of securities as of December 31, 2006 were as follows {in thousands}):

Estimated cash flows from INterest iMCOME ..o vvvveveveerivrecrieeese e srasreesae e sre e enees $ 22,509
Less:
Estimated credit I08SES ..o (3,237)
Discount to present value (7,178)
Carrying Value of Interest Receivable Portion of Securities.......c..oocceniciiicninennn $ 12,094

Other Income The decrease in other income is primarily attributable an impairment loss of $329,000 for the year
ended December 31, 2006. During 2006, the securitized pools of loans experienced increases in the prepayment rate, and, as
a result, management determined that an “other than temporary” impairment occurred.

Other Operating Interest Expense The increase in other operating interest expense in 2006 and 2005 is primarily
attributable to Brooke Credit retaining more loans on its balance sheet, resulting in the increased utilization of the lines of
credit. Brooke Credit typically uses these lines of credit to fund its loans until the loans are sold in a securitization.

Other Operating Expenses The increase in other operating expenses in 2006 and 2005 is parnally attributable to an
increase in fees paid to consultants for assistance in monitoring borrower performance, consulting with borrowers and
otherwise assisting Brooke Credit in the preservation of collateral and improvement of borrower financial performance.
Collateral preservation fees increased $3,436,000, or 415%, to $4,263,000 for the year ended December 31, 2006 from
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$827,000 for the year ended December 31, 2005. Additionally, other operating expenses increased as a result of increased
expenses associated with securitization activities during 2006 and 2005, which include legal fees, advisor fees, accounting
fees, program fees, origination fees and other fees related to securitizations and the corresponding lines of credit. Total
securitization related expenses increased $740,000, or 55%, to $2,089,000 for the year ended December 31, 2006 from
$1,349,000 for the year ended December 31, 2005.

Interest Expense Interest expense increased in 2006 primarily as a result of increased bank debt and a private
placement debt offering in 2006, which was incurred to fund the over-collateralization of our warehouse facilities and
securitizations, to retire bank debt with less favorable repayment terms and to fund the loan portfolio growth.

Income Before Income Taxes Brooke Credit’s income before income taxes increased for the year ended
December 31, 2006 compared to 2005 primarily because of increased interest income resulting from an increase in the
Company’s loan origination volume and an increase in notes receivable balances held on the Company’s balance sheet at a
lower cost of funds.

Loan Quality For the year ended December 31, 2006 and 2005, $525,000 and $13,000, respectively, in credit losses
occurred on loans in our portfolio. Of these credit losses, for the year ended December 31, 2006, $168,000 were associated
with on-balance sheet loans, $357,000 associated with off-balance sheet loans which have been securitized and 30 associated
with off-balance sheet loans which have been;sold to participating lenders. As the loan tranche that Brooke Credit holds in
the securitized loans is subordinate to the asset-backed security investors, it did realize a write-down of its securities balance
as a result of the credit losses in the securitized loans. Of the credit losses realized by Brooke Credit as of December 31,
2006, 74% were associated with retail agency loans to franchisees of Brooke Franchise and approximately 26% were
associated with retail agency loans that are not franchisees of Brooke Franchise.

At December 31, 2006 and December 31, 20035, $2,291,000 and $627,000, respectively, loan balances were delinquent
60 days or more. Of these delinquent loans as of December 31, 2006, $1,931,000 were on-balance sheet loans and $360,000
were off-balance sheet loans which have been sold to participating lenders. Of these delinquent loans as of December 31,
2006, 89% were associated with retail agency loans to franchisees of Brooke Franchise and 11% were associated with retail
agency loans that are not franchisees of Brooke Franchise.

Brooke Credit believes one important factor which has resulted in favorable credit performance for the Company, its
participating lenders and investors, results from the cash management feature imposed by Brooke Credit on its retail agency
borrowers, which represents approximately 69% of on and off-balance sheet loans at December 31, 2006, excluding related
party loans. Under this cash management feature, debt servicing associated with these loans are typically submitted directly
to Brooke Credit from insurance companies or deducted from commissions received by Brooke Franchise prior to payment of
commissions to the borrower and most other creditors. Brooke Credit believes that credit problems associated with retail
agency loans are more likely to be identified when it monitors borrower revenues on a monthly or quarterly basis rather than
by monitoring Brooke Credits loan delinquencies.

Brooke Credit believes another important factor which has resulted in favorable credit performance for Brooke Credit,
its participating lender and investors, is utilization of Collateral Preservation Providers to perform collateral preservation
services. These services assist the lender in monitoring borrower performance, advising borrowers and otherwise assisting
Brooke Credit in the preservation of collateral and improvement of borrower financial performance.

Although credit performance has been favorable for Brooke Credit, its participating lenders and investors, the level of
credit losses and the level of payment delinquencies increased during 2006. Brooke Credit believes that this increase is
primarily attributable to increased strain placed on its borrowers resulting from conditions in which Brooke Credit had little
or no centrol, such as increasing interest rates and a softening premium insurance market. Many of its borrowers are
primarily engaged in insurance agency and brokerage activities and derive revenues from commissions paid by insurance
companies, which commissions are based in large part on the amount of premiums paid by their customers to such insurance
companies. Premium rates are determined by insurers based on a fluctuating market. Historically, property and casualty
insurance premiums have been cyclical in nature, characterized by periods of severe price competition and excess
underwriting capacity, or soft markets, which generally have an adverse effect upon the amount of commissions earned by
Brooke Credit’s insurance agency borrowers, followed by periods of high premium rates and shortages of underwriting
capacity, or hard markets. The current insurance market generally may be characterized as “soft,” with a flattening or
decreasing of premiums in most lines of insurance. Brooke Credit expects increased levels of payment delinquencies and
credit loss for Brooke Credit, its participating lenders and investors as the full impact of these market conditions are felt by its
borrowers.

Although we believe that credit loss exposure to Brooke Credit is limited on securitized loans and loan participaticns
sold with recourse, the 0.50% credit loss assumption used to calculate retained interest reduced Brooke Credit’s expected
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retained interest associated with these loans by approximately $3,278,000 as of December 31, 2006 to allow for credit losses,
which also reduced the amount of gain on sale revenue recognized at the time of each loan sale and resulted in a reduction of
the carrying value of the corresponding asset on Brooke Credit’s balance sheet. Other than these reductions in asset totals,
Brooke Credit has not established a separate credit loss reserve.

Perhaps a greater risk to Brooke Credit is the indirect exposure to credit losses that may be incurred by participating
lenders, loan pool investors and warehouse loan providers. In those cases in which Brooke Credit does not bear direct
exposure to credit loss, if losses by participating lenders, loan pool investors and warehouse loan providers reach
unacceptable levels, then Brooke Credit may not be able to sell or fund loans in the future. Brooke Credit’s business model
requires access to funding sources to originate new loans, so the inability to sell loans would have a significant adverse effect
on Brooke Credit.

Brokerage Segment

Financial information relating to Brooke Brokerage and our Brokerage Segment is as follows {in thousands, except
percentages):

2006 2005
Year Ended % Increase Year Ended % Increase Year ended
December 31, {decrease) December 31, {decrease) December 31,
2006 over 2005 2005 over 2004 2004
Operating Revenues :
Insurance COMMISSIONS ..voovvvccerevereereenrerenenns $ 2,842 55% 3 6,382 2% 5 6,285
Policy fee income ... 535 (66) 1,581 2n 2,003
Insurance premiums €armed ......oovvvineriiecs — (100) 944 135 401
INtErest INCOMIE ......covevereeeere e e 17 (93) 245 371 52
Consulting fees ..........covevereverversnresc s, 5,980 259 1,666 — —
Other INCOME......coer e cer e 1,386 269 376 7 353
Total operating revenues. ..., 10,760 4) 11,194 23 9,094
Operating Expenses
COommiSsion EXPenSe .....coorvreererericeeeeeriaiees 1,120 (39) 2,724 (5 2,875
Payroll eXpense ... .o e, 2,181 (40) 3,647 10 3314
Depreciation and amortization.. - 265 (33 584 130 254
Insurance loss and loss expense mcurred...... —_ — (60) (253) (17)
Other operating exXpenses ..........c..c.ccoccoeeeemenne. 3,776 73 2,179 6 2,047
Total operating expenses..........cveareune, 7,342 (19) 9,074 7 8,473
Income from operations ... 3418 61 2,120 241 621
Interest EXPenSe ..o 150 (55) 332 1 330
Income before income taxes ...........coccuee. 3,268 83 1,788 514 % 291
Total assets (at period end) .................... 12,709 52 8,384 40y § 13,869

Insurance Brokerage Insurance commission revenues, policy fee revenues, commission expense and payroll expense
decreased in 2006 primarily as the result of the sale of the Texas All Risk General Agency, Inc. in November 2005, Brooke

Brokerage, through its wholly owned subsidiary, CJD & Associates, L.L.C., continues to conduct insurance brokerage

activities at its Overland Park, Kansas and Omaha, Nebraska underwriting offices under the Davidson-Babeock trade name.
Insurance commissions for Davidson-Babcock were $2,854,000 for the year ended December 31, 2005.

Profit sharing commissions, or Brooke Brokerage’s share of insurance company profits paid by insurance companies

on policies written by non-exclusive insurance agents, decreased $555,000, or 56% to $409,000, in 2006 and increased

$261,000, or 86% to $964,000, in 2005. Profit sharing commissions decreased in 2006 primarily as the result of the sale of
the Texas All Risk General Agency, Inc. Profit sharing commissions increased in 2005 primarily because overall insurance
company profits increased on policies written by Brooke Brokerage’s non-exclusive agents. Profit sharing commissions

represented approximately 14% and 15%, respectively, of Brooke Brokerage’s insurance commissions for the years ended

December 31, 2006 and 2005.
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Commisston expense represented approximately 39% and 43%, respectively, of Brooke Brokerage’s insurance
commisston revenue for the years ended December 31, 2006 and 2005. Policy fee income represented approximately 19%
and 25%, respectively, of Brooke Brokerage’s insurance commissions for the years ended December 31, 2006 and 2005.

Net commission refund expense is our estimate of the amount of Brooke Brokerage’s share of wholesale commission
refunds due to policyholders resulting from future policy cancellations. On December 31, 2006 and 2005, Brooke Brokerage
recorded corresponding total commission refund liabilities of $110,000 and $86,000, respectively.

For the year ended December 31, 2006, Brooke Brokerage did not receive revenues from insurance premiums and did
not incur expenses from insurance losses because it sold its captive insurance subsidiaries, The DB Group, Ltd. and DB
Indemnity, Ltd., to a sister company, Brooke Investments, Inc., in December 2005. Brooke Brokerage continues to manage
the captives on behalf of Brooke Investments, for which it receives commissions and policy fees.

Leoan Brokerage Beginning in November 2005, Brooke Brokerage, through its wholly owned subsidiary, CJID &
Associates, L.L.C., began using its industry contacts and expertise in insurance brokerage to broker loans for, and consult
with, general insurance agencies specializing in hard-to-place insurance sales. A growing emphasis on loan brokerage in
2006 resulted in an increase in consulting fees. Correspondingly, expenses for the referral of loan brokering prospects also
increased in 2006.

Brooke Brokerage does not expect to record any consulting fees related to loan brokerage in future years because, as
part of an agreement closed in December 2006 to acquire stock in First American Capital Corporation, Brooke Brokerage
agreed not to engage in any new managing general agent loan brokerage business and to provide support and assistance
to First American Capital Corporation’s brokerage subsidiary to enable it to conduct that business.

Income Before Income Taxes Brooke Brokerage’s income before income taxes increased during in 2006 primarily as
the result of its loan brokering activity and the associated increase in revenues from consulting fees.

Corporate

Financial information not allocated to a reportable segment and relating primarily to Brooke Corporation’s corporate
functions, Brooke Investments, Inc., The DB Group, Ltd., DB Indemnity, Ltd. and First American Capital Corporation is as
follows (in thousands, except percentages).

2006 2005
Year Ended % Lncrease Year Ended % Increase Year Ended
December 31, (decrease) December 31, {decrease) December 31,
2006 over 2005 2005 over 2004 2004

Operating Revenues
Insurance premiums eamed .....cccocecevcieie. 8 969 — 3 — — 5 -
Consulting fees ... 1,197 — —
Interest INCOME.........ccoeeivrrerr e e 642 844 68 — —
Other INCOME....oviviieeeirinceeces e 1,432 7,437 19 (89) 179
Total operating revenues........onneiisrines 4,240 4,774 87 (51) 179
Operating Expenses
COmMmISSIONS EXPETISE vivvvverrereereereererreereernererns 24 — —
Payroll expense... 3,378 (13) 3,865 ) 4,134
Depreciation and amortlzatlon 1,192 64 729 {14) 848
Insurance loss and loss expense..... 708 R — — —
Other operating eXpenses ......coveairieseiion (1,292) 26 (1,754) 16 (2,085)
Total operating expenses.....vrvinininens 4,010 41 2,840 1) 2,897
Income from operations ... 230 — (2,753) (1) (2,718)
Interest expense .............. 1,365 (12) 1,554 50 1,034
Minority interest in subSIdlary ........................ 575 -— —
Income before income taxes ..o 3 (1,710) 60% $ (4,307) (15) § (3,752)
Total assets (at period end) ......................... 3 119,372 120% $ 54,169 390 § 11,048




Financial Review - BROOKE CORPORATION 2006 ANNUAL REPORT .

Shared Services Fees An internal allocation of legal, accounting, human resources, information technology and
facilities management expenses is made to each of the three reportable segments based on our estimate of usage. These
shared services fees totaled $8,400,000, $7,020,000 and $6,060,000, respectively, in 2006, 2005 and 2004, and are recorded
as a reduction of other operating expenses. :

Brooke Investments, Inc. Brooke Investments acquires real estate for lease to franchisees, for corporate use and other
purposes. Brooke Investments aiso helps preserve lender’s collateral interests by entering into real estate leases for office
premises that are subleased or licensed to franchisees. Brooke Investments recorded total revenues of $125,000 and $22,000,
respectively in 2006 and 2005. Brooke Investments recorded total operating expenses of $105,000 and $68,000, respectively,
and total interest expenses of $233,000 and $45,000, respectively, in 2006 and 2005. As a result, Brooke Investments’ loss
before income taxes was $213,000 and $91,000, respectively in 2006 and 2005,

The DB Group, Ltd. The DB Group insures a portion of the professional insurance agents’ liability exposure of
Brooke Franchise, its affiliated companies and its franchisees and had a policy in force on December 31, 2006 that provided
$5,000,000 of excess professional liability coverage. In 2006, DB Group recorded total revenues of $327,000 and total
operating expenses of $112,000, resulting in income before income taxes of $215,000. Prior to January 1, 2006, DB Group
results were recorded and discussed in the brokerage segment. DB Group has not established reserves for claims,

DB Indemnity, Ltd. DB Indemnity issues financial guarantee policies to Brooke Credit and its participating lenders
and had policies in force on December 31, 2006 covering principal loan balances totaling $130,857.000. [n 2006, DB
Indemnity recorded total revenues of $934,000 and total operating expenses of $672,000, resulting in income before income
taxes of $262,000. Prior to January 1, 2006, DB Indemnity results were presented and discussed in the brokerage segment.
For the year ended December 31, 2006, DB Indemnity incurred $260,000 in claims or loss expense. No claims or loss
expense was incurred prior to 2006. DB Indemnity’s reserve for claims was $350,000 and $0, respectively, on December 31,
2006 and 2005. Reserves for claims on issued financial guarantee policies were recently established to reflect changes in
general portfolio management and individual borrower circumstances, DB Indemnity originally insured Brooke Credit loans
that were eligible for securitization and, therefore, the insurance coverage periods were relatively short because policies were
cancelled when the loans were securitized. Brooke Credit has established lending facilities to inventory those loans eligible
for securitization which eliminated the requirement for financial guaranty policies on this type of loan. DB Indemnity now
issues financial guaranty policies primarily on loans that are not eligible for securitization and, therefore, coverage is required
. for the life of the loan, which lengthens the coverage period. Claims are expected to increase as the coverage period
increases. Future claims are also expected to increase because some borrowers experienced a reduction of commission
revenues resulting from reduction of premium rates by insurance companies while expenses increased as the result of higher
interest rates. Over a long-term period, DB Indemnity expects the amount of claims expense incurred to be approximately the
same as the amount of premium revenue recorded. o

First American Capital Corporation First American sells proprietary life insurance and annuity products through
First Life America Corporation, a Kansas life insurance company and wholly owned subsidiary. First American also brokers
life, health, disability and annuity products underwritten by other insurance companies through Brooke Capital Advisors, Inc.
(formerly First Life Brokerage, Inc.), a wholly owned subsidiary. We acquired a 47% ownership interest in First American on
December 8", 2006 and, pursuant to a brokerage agreement between a Brooke Brokerage subsidiary and Brooke Capital
Advisors, First American began brokering loans for general insurance a%encies specializing in hard-to-place insurance sales.
Subsequent to the acquisition of stock in First American on December 8, 2006, we recorded our share of First American’s
revenues in the amount of $1,384,000, expenses in the amount of $866,000 and income before income taxes of $518,000.
After losses in 2005 and 2004, First American was profitable in 2006 because of its loan brokering activities, In January
2007, we increased our ownership interest in First American to approximately 55% on a fully diluted basis.

Liguidity and Capital Resources

Our cash and cash equivalents were $21,203,000, $12,321,000 and $19,761,000 as of December 31, 2006, 2005 and
2004, respectively. Our current ratios {current assets to current liabilities) were 1.45, 2.08 and 1.49, respectively, at
December 31, 2006, 2005 and 2004, respectively. Current assets exceeded current liabilities by substantially more in 2006
than in 2005; however, the corresponding current ratio decreased because the amounts of total current assets and total current
liabilities increased.  ~

Our cash and cash equivalents increased a total of $8,882,000 from December 31, 2005 to December 31, 2006. During
2006, net cash of $6,715,000 was used in operating activities, which resulted primarily from a $119,975,000 increase in notes
receivables retained by our finance subsidiary prior to loan sale or securitization. Net cash of $25,002,000 was used in
investing activities, which resulted primarily from a $13,312,000 purchase in July 2006 of subordinate investment interests in
securitized loans pools. Net cash of $40,599,000 was provided by financing activities, which resulted primarily from an
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issuance of long term-debt which generated net proceeds of $42,304,000 and an issuance of preferred stock which generated
net proceeds of $13,871,000. :

Our cash and cash equivalents decreased a total of $7,440,000 from December 31, 2004 to December 31, 2005. During
2005, net cash of $3,720,000 was used in operating activities. A cash inflow of $14,318,000 resulted from deferred payments
to sellers for business inventory while cash of $4,036,000 was used to fund an increase in inventory. Net cash of $11,619,000
was also used to fund a decrease in other liabilities, which resulted primarily from a decrease in line of credit loan balances
from loan securitization activity. Net cash of $19,885,000 was used in investing activities primarily as the result of a cash
outflow in the amount of $21,778,000 for the purpose of acquiring subordinate investment interests in securitized loan pools.
Net cash of $16,165,000 was provided by financing activities primary as the result of a cash inflow of $31,172,000 from
issnance of 2,875,000 shares of the Company’s stock in a follow-on stock offering to the public. Offering proceeds of
$12,186,000 were used to pay long-term debt and offering proceeds of $4,315,000 were used to repay bonds.

Brooke Corporation As a holding company, Brooke Corporation’s primary sources of revenues are derived from its
operating subsidiaries from shared services fees, income 1ax sharing arrangements and dividends. We believe that these
sources of revenues are sufficient to fund Brooke Corporation’s normal operations and pay its corporate expenses, income
taxes and dividends.

In addition to funding normal operations, in 2006 Brooke Corporation funded an additional capital contribution of
$17,500,000 to Brooke Credit and the purchase of stock in First American for $2,600,000. Brooke Corporation also funded
an additional equity contribution of $10,000,000 to Brooke Brokerage in January, 2007. These contributions were funded by
Brooke Corporation with reductions in cash reserves, long-term debt and preferred stock sale proceeds. Brooke Corporation
may be required to make additional equity contributions in 2007 to DB Indemnity, Ltd. to fund the increases in capital that
may be required to write additional financial guaranty policies,

Because Brooke Corporation is dependent on revenues from its subsidiaries, it intends to limit the amount of debt
incurred to fund capital contributions to subsidiaries and stock purchases, thereby limiting the amount of revenues required
from subsidiaries to service Brooke Corporation’s debt. As such, Brooke Corporation may raise additional equity capital in
2007.

Brooke Franchise Our franchise subsidiary acquired a short-term loan in 2006 in the amount of $8,500,000 to fund
balances owed to Brooke Franchise by its franchisees. Brooke Franchise expects to issue long-term debt in 2007 to replace
this short-term loan. To satisfy its normal capital needs, Brooke Franchise is dependent on the recruitment of additional
franchisees and on the availability of loans for these new franchisees from Brooke Credit. Cash of $7,836,000 and
$9,446,000, respectively, was generated from franchise operating activities in 2006 and 2005. Brooke Franchise does not
anticipate any requirement in 2007 for additional equity capital contributions from Brooke Corporation or other investors
although it may issue long-term debt for expansion or other purposes.

Brooke Credit Our finance subsidiary’s lending activities have been funded primarily through loan participation sales,
asset-backed securitizations and bank lines of credit. Brooke Credit’s operating activities used cash of $17,008,000 in 2006
and $2,966,000 in 2005. The changes in operating cash resulted primarily from changes in Brooke Credit’s loan inventory.
Brooke Credit expects its loan portfolio to continue to increase in 2007. The capital and loan funding needs of Brooke Credit
are largely met through the sources discussed below.

Brooke Credit-Equity To fund anticipated loan growth, additional common equity, or alternative types of equity, may
be required to improve capital-lo-asset ratios, fund collateral margin requirements of bank lines of credit, fund increases in
loan inventory or fund purchases of securities associated with loan securitizations. Brooke Corporation contributed
$17,500,000 in additional equity capital to Brooke Credit in 2006 and funded this capital contribution with the issuance of
$7,500,000 in long-term debt. To the extent that additional equity capital is required in the future, Brooke Credit does not
intend to rely on additional equity capital investments from Brooke Corporation and, in certain circumstances, may solicit
capital investments from other investors. Consistent with these plans, in February 2007, we entered into a definitive
agreement by which Brooke Credit is expected to merge with Oakmont Acquisition Corp. If the merger closes as expected, it
will significantly increase Brooke Credit’s equity capital. The planned merger will result in Brooke Credit becoming a public
company with Brooke Corporation as its largest shareholder, which we believe will improve Brooke Credit’s prospects to
raise additional equity capital in the future. The merger is subject to numerous closing conditions and, therefore, there is no
assurance that the merger will close.

Brooke Credit-Loan Participations Brooke Credit continues to rely on loan participation sales as a source of funding
those loan types that are not yet qualified for Brooke Credit’s bank lines of credit or the securitization model and also those
loans that are prohibited from being sold to Brooke Credit’s warehouse entities due to excess concentration restrictions. As
Brooke Credit’s loan portfolio continues to grow, the sale of loan participation interests remains an essential source of




Financial Review - BROOKE CORPORATION 2006 ANNUAL REPORT .

funding. Loan participation balances, including on and off-balance sheet loan participations and excluding related party loan
participations, was $183,450,000, $106,171,000 and $87,866,000, respectively, at December 31, 2006, 2005 and 2004.
Brooke Credit expect to sell similar amounts of loan participations to its lender network in 2007.

Brooke Credit-Asset Securitizations In recent years, Brooke Credit has relied on securitizations to fund an increasing
share of its loan portfolio. Asset-backed securities totaling $52,346,000, $83,500,000 and $20,000,000 were issued in 2006,
2005 and 2004, respectively. Based on Brooke Credit’s experience in recent years, Brooke Credit believes that it can
continue to sell asset-backed securities in the future. However, if the market for these securities is such that it cannot, then
Brooke Credit believes that the funding shortfall can be partially offset with the sale of more loan participations through its
lender network and with increased borrowing from its bank lines of credit.

Brooke Credit-Bank Debt As part of Brooke Credit’s securitization activities, it regularly invests in subordinate
securities. Brooke Credit funds these purchases primarily with bank debt. Subordinate securities totaling $13,312,000,
$21,778,000 and $4,882,000, respectively, were acquired in 2006, 2005 and 2004 and corresponding bank debts of
$9,700,000, $16,198,000 and $3,750,000, respectively, were incurred in 2006, 2005 and 2004. Brooke Credit expects to incur
additional bank debt in 2007 to fund its warehouse margins and to acquire subordinate securities. The amount of bank debt
Brooke Credit incurs in 2007 will be dependent in part on the level of securitizations and warehouse activity undertaken in
2007,

Brooke Credit-Private Placement Debt During 2006, Brooke Credit closed a private placement debt offering to
institutional investors, consisting of $45,000,000 in notes, in which a portion of the proceeds were used to retire bank debt
originally secured by Brooke Credit to invest in subordinate securities associated with securitization activities. The private
placement debt resulted in repayment terms more favorable than the terms involved in the bank debt retired. Brooke Credit
plans to continue to utilize bank debt, or debt similar to the private placement debt secured in 2006, as an alternative for
funding its loan portfolio.

Brooke Credit-Bank Lines of Credit Brooke Credit intends to fund an increasing amount of loans through its
warehouse lines of credits, which are typicaily used to fund loans until securitized. Brooke Credit has secured bank lines of
credit with combined limits of approximately $100,000,000 for the purpose of funding these loans until securitized. Brooke
intends to increase existing bank lines of credit, or acquire additional bank lines of credit, as circumstances require. Brooke
Credit is considering alternative warehouse line of credit structures, which may result in the removal of warehoused loans
from Brooke Credit’s balance sheet and reduce corresponding assets and liabilities.

Brooke Brokerage Brooke Brokerage provided $3,798,000 in cash from operating activities in 2006 and used
$5,254,000 in cash from operating activities in 2005. Brooke Corporation contributed $10,000,000 to Brooke Brokerage’s
equity in January 2007 to fund the purchase of Brooke Savings Bank (formerly Generations Bank). Brooke Corporation has
committed to the Office of Thrift Supervision that it will ensure that Brooke Savings Bank meets certain minimum capital
standards and additional capital contributions from Brooke Corporation may be required in 2007 for this purpose.

First American Capital Corporation Subject to regulatory and other approvals, First American has signed an
agreement to acquire Brooke Savings Bank from Brooke Brokerage. As a public company, we believe that First American is
better suited to providing Brooke Savings Bank with the equity capital required for growth than is Brooke Brokerage, our
wholly owned subsidiary. First American plans to seek a listing of its common stock on either the American Stock Exchange
or the Nasdaq Capital Market, once those shares are eligible for listing. First American believes that a stock exchange listing
will i improve its prospects for selling additional equity when required to support expansion of its life insurance activities,
expansion of its bank activities (if approved) or the acquisition of companies that complement its life insurance, banking and
brokerage activities,

Subject to the above uncertainties, we believe that our existing cash, cash equivalents and funds generated from
operating, investing and financing activities will be sufficient to satisfy our normal financial needs. Additionaily, subject to
the above, we believe that funds generated from future operating, investing and financing activities will be sufficient to
satisfy our future financing needs, including the required annual principal payments of our long-term debt and any future tax
liabilities.
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Capital Commitments

The following summarizes our contractual obligations as of December 31, 2006 and the effect those obligations are
expected to have on our liquidity and cash flow in future periods (in thousands):

Payments Due by Period

Less than 1to3 305 More than
Contractual Obligations Total 1 year years years 5 years

Short-term borrowings....c.ccecoveecvieeene. 3 107,602 $ 107,602 $ — § — % —
Long-term debt.............c... 69,676 14,321 8,136 1,762 45,457
Interest payments® .......ccccooeivivermeinenens 54,599 14,613 15,865 14,113 10,008
Operating leases (facilities) .......occceeee 17,084 6.715 8,500 1,837 32
Capital leases {facilities).......c.cccoocveerenee. 515 80 180 200 55
Other contractual commitments** ......... 578 578 —_ _— —

Total oo, B 250054 % 143909 $ 32681 3 17912 § 55,552

* Includes interest on short-term and long-term borrowings. For additional information on the debt associated with these
- interest payments see footnotes 4 and 5 to our consolidated financial statements.
**  Projected future purchase price payments due to sellers of CID & Associates, L.L.C. that are contingent on future
revenues. For additional information, see footnote 16 to our consolidated financial statements.

Our principal capital commitments consist of bank lines of credit, term loans, deferred payments to business sellers and
obligations under leases for our facilities. We have entered into enforceable, legally binding agreements that specify all
significant terms with respect to the contractual commitment amounts in the table above,

Critical Accounting Policies

Our established accounting policies are summarized in footnotes 1 and 2 to our consolidated financial statements for
the years ended December 31, 2006, 2005 and 2004. As part of our oversight responsibilities, we continually evaluate the
propriety of our accounting methods as new events occur. We believe that our policies are applied in a manner that is
intended to provide the user of our financial statements with a current, accurate and complete presentation of information in
accordance with generally accepted accounting principles.

We believe that the following accounting policies are critical. These accounting policies are more fully explained in the
referenced footnote 1 to our consolidated financial statements for the years ended December 31, 2006, 2005 and 2004.

The preparation of our financial statements requires us to make estimates and judgments that affect the reported
amounts of our assets, liabilities, revenues and expenses. The following discussions summarize how we identify critical
accounting estimates, the historical accuracy of these estimates, sensitivity to changes in key assumptions, and the likelihood
of changes in the future. The following discussions also indicate the uncertainties in applying these critical accounting
estimates and the related variability that is likely to result in 2007,

Franchisees’ Share of Undistributed Commissions We are obligated to pay franchisees a share of all commissions
we receive. Prior to allocation of commissions to a specific policy, we cannot identify the policy owner and do not know the
corresponding share (percentage) of commissions to be paid. We estimate the franchisee’s share of commissions to determine
the approximate amount of undistributed commissions that we owe to franchisees.

An estimate of franchisees’ shares of undistributed commissions is made based on historical rates of commission
payout, management’s experience and the trends in actual and forecasted commission payout rates. Although commission
payout rates will vary, we do not expect significant variances from year to year. We regularly analyze and, if necessary,
immediately change the estimated commission payout rates based on the actual average commission payout rates. The
commission payout rate used in 2006 to estimate franchisees’ share of undistributed commissions was 80% and the actual
average commission payout rate to franchisees (net of profit sharing commissions) was 84% for the year ended December 31,
2006. We believe that these estimates will not change substantially during 2007.

Allowance for Doubtful Accounts Our allowance for doubtful accounts is comprised primarily of allowance for
estimated losses related to amounts owed to us by franchisees for short-term credit advances, which are recorded as monthly
statement balances, and longer-term credit advances, which are recorded as non-statement balances. Losses from advances to
franchisees are estimated by analyzing all advances recorded to franchise statements that had not been repaid within the
previous four months; all advances recorded as non-statement balances for producers who are in the first three months of
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development, total franchise statement balances; total non-statement balances; historical loss rates; loss rate trends; potential
for recoveries; and management’s experience. Loss rates will vary and significant growth in our franchise network could
accelerate those variances. The effect of any such variances can be significant. The estimated allowance for doubtful accounts
as of December 31, 2006 was $1,466,000. The estimated allowance was approximately 41% of the actual amount of losses
from advances made to franchisees for the year ended December 31, 2006, approximately 10% of the actual total combined
franchise statement and non-statement balances as of December 31, 2006, and approximately 27% of the actual combined
advances recorded to franchise statements that had not been repaid during the year period ended December 31, 2006 and
recorded as non-statement balances for producers in the first three months of development. We believe that this estimate will
increase during 2007 primarily as a result of our growing franchise operations and increased emphasis on producer
development for start up franchises.

Reserves for Insurance Claims Reserves for Insurance Claims are comprised of amounts set aside for claims on DB
Indemnity, Ltd. insurance policies. DB Indemnity is a captive insurance company that issues financial guaranty policies
covering loans originated by Brooke Credit Corporation. Reserves for claims on DB Indemnity insurance policies are
estimated by analyzing historical claim payments, the amount delinquent loans, the amount of loans in which default has
been declared, the amount of loans in which an obligor’s business revenues have experienced a significant decline resulting
in inadequate repayment ability and/or collateral support, the amount of loans in which material change in an obligor’s or
guarantor's financial condition has occurred or is expected to occur, the amount of start up franchise leans that have matured
and the borrower has not achieved the required minimum monthly commission benchmark, and management’s
experience. Claim payments will vary and significant growth in the issuance of financial guaranty insurance policies or
changes in policy underwriting could accelerate those variances. The effect of any such variances can be significant. The
estimated reserve for insurance claims as of December 31, 2006 was $350,000. For the year ended December 31, 2006, DB
Indemnity incurred $260,000 in claims or loss expense. No prior claims or loss expense were incurred since beginning
operations in 2003.

Discount, Prepayment and Credit Loss Rates Used to Record Loan Participation Sales and Asset-Backed
Securities Sales We regularly sell the loans that we originate to banks and finance companies. Accounting for the sale of
loan participations and loan securitizations and the subsequent tests for impairment are summarized in footnote 2 to our
consolidated financial statements for the years ended December 31, 2006, 2005 and 2004,

Loan participations and loan securitizations represent the transfer of notes receivable, by sale, to “participating” lenders
or special purpose entities. The fair value of retained interests and servicing assets resulting from the transferred loans are
recorded in accordance with the criteria established by SFAS 140, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” We typically estimate fair value based on the present value of future expected
cash flows, which requires us to make assumptions about credit losses, prepayment speed and discount rates. Most of our
loans are adjustable rate loans on which, in 2006, we assumed credit losses of 0.50% each year, prepayment speeds of
10.00% each year and a discount rate of 11.00%. These assumptions are made based on historical comparisons,
management’s experience and the trends in actual and forecasted portfolio prepayment speeds, portfolio credit losses, risk-
free interest rates and market interest rates. We regularly analyze the accuracy of our assumptions of prepayment speeds,
credit losses and discount rate and make changes when necessary. We believe that changes to these assumptions are unlikely
during the remainder of 2007. However, it is important to note that our actual annualized prepayment rate for the entire
portfolio has increased to approximately 15.6% through the year ended December 31, 2006 primarily due to increased asset
ownership transfers to borrowers within our portfolio, new loan documents being executed on existing loans to improve
security interests, and the increasing interest rate environment. We expect that, over the remaining life of its loan portfolio,
several cycles of increasing and decreasing prepayment rates will likely occur primarily resulting from fluctuations in key
interest rates and changes in the insurance marketplace.

As of December 31, 2006, we tested retained interests for impairment and the resulting analysis of prepayments speeds
and credit losses for the various loan pools indicated that our assumptions were historically accurate. During 2006, the
securitized pools of loans experienced an increase in the prepayment rate, and as a result, management determined that an
“other than temporary” impairment occurred. We recorded an impairment loss of $329,000 for the year ended December 31,
2006. We believe that, over the life of the securitizations, the prepayment rate assumption used continues to be appropriate.
The effect of variances can be significant and the impact of changes in these estimates is more specifically described in
footnote 2 to our consolidated financial statements for the years ended December 31, 2006 and 2005.

Subsequent to the initial calculation of the fair value of retained interest, the Company utilizes a fair market calculation
methodology to determine the ongoing fair market value of the retained interest. Ongoing fair value is calculated using the
then current outstanding principal of the transferred notes receivable and the outstanding balances due unaffiliated
purchasers, which are reflective of credit losses and prepayments prior to the fair value recalculation. The rates of write down
of the retained interest are based on the current interest revenue stream. This revenue stream is based on the loan balances at
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the date the impairment test is completed, which will include all prepayments on loans and any credit losses for those
loans, As of December 31, 2006, as a result of the above mentioned increased prepayment speeds, the fair value of the
retained interests declined during 2006, resulting in an impairment loss.

Amortization and Useful Lives We acquire insurance agencies and other businesses that we intend to hold for more
than one year. We record these acquisitions as Amortizable intangible assets. Accounting for Amortizable intangible assets,
and the subsequent tests for impairment are summarized in footnote 1{g) to our consolidated financial statements for the
years ended December 31, 2006 and 2005. The rates of amortization of Amortizable intangible assets are based on our
estimate of the useful lives of the renewal rights of customer and insurance contracts purchased. We estimate the useful lives
of these assets based on historical renewal rights information, management’s experience, industry standards, and trends in
actual and forecasted commission payout rates. The rates of amortization are calculated on an accelerated method (150%
declining balance) based on a 15-year life. As of December 31, 2006, we tested Amortizable intangible assets for impairment
and the resulting analysis indicated that our assumptions were historically accurate and that the useful lives of these assets
exceeded the amortization rate. The Amortizable intangible assets have a refatively stable life and unless unforeseen
circumstances occur, the life is not expected to change in the foreseeable future. Because of the relatively large remaining
asset balance, changes in our estimates could significantly impact our results.

The rates of amortization of Servicing assets are based on our estimate of repayment rates, and the resulting estimated
maturity dates, of the loans that we service. Loan repayment rates are determined using assumptions about credit losses,
prepayment speed and discount rates as outlined in the discussion above about the fair vatues of servicing assets. As of
December 31, 2006, an analysis of prepayment speeds and credit losses indicated that our assumptions were historically
accurate and the maturity date estimates were reasonable. Although significant changes in estimates are not expected,
because of the relatively large remaining asset balance, changes in our estimates that significantly shorten the estimated
maturity dates could sigaificantly impact our results.

Loan Origination Expenses Brooke Credit typically sells loans soon after origination and retains responsibility for
loan servicing. However, most of Brooke Credit’s operating expenses are associated with loan origination. We analyze our
lending activities to estimate how much of Brooke Credit’s operating expenscs should be allocated to loan erigination
activities and, therefore, matched, or offset, with the corresponding loan origination fees collected from borrowers at loan
closing. The estimated allocations of payroll and operating expenses to loan origination activities are based on management’s
observations and experience; job descriptions and other employment records; and payroll records. Although not expected,
significant changes in our estimate of expense allocations could significantly impact our results, because loan fees amounts
are significant to us.

Income Tax Expense An estimate of income tax expense is based primarily on historical rates of actual income tax
payments. The estimated effective income tax rate used in 2006 to calculate income tax expense was 36%. Although not
expected, significant changes in our estimated tax rate could significantly impact our results. We believe this estimate will
not change significantly during 2007.

Revenue Recognition Policies Revenue recognition is summarized in footnote 1(e) to our consol:dated financial
statements for the years ended December 31, 2006 and 2005.

With respect to the previously described critical accounting policies, we believe that the application of judgments and
assumptions is consistently applied and produces financial information which fairly depicts the results of operations for all
years presented.

Off Balance Sheet Arrangements

As part of our ongoing operations, we make loans to franchisees and others to fund purchases or start ups of insurance
agencies or funeral homes or ongoing working capital needs. We engage in the sale of loan participation interests in
individual loans to banks and finance companies and the securitization of pools of insurance agency loans. These typically
meel the requirements of true sales as outlined in FAS 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities.” The sale of loan participations and loan securitizations has resulted in the removal of a
significant amount of loans from our balance sheet. The loan sales enable us to:

+  Reduce our capital investment in our financing subsidiary;
*  Reduce credit risk by removing loans from the balance sheet;
*  Recognize gains on sales of loans; and

*  Fund additional loans.
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Even when loans are removed from the balance sheet, however, some risk is retained with respect to those loans that
are sold with recourse and the over-collateralized portion of securitized loan pools. See “Retained Securities” and “Loans
Sold with Recourse,” below. Credit losses associated with recourse notes, retained interest held in securities and retained
servicing obligations in excess of management’s assumptions could materially and adversely affect our operations and
financial condition. Although credit performance has historically been favorable for us, our participating lenders and our
asset-backed security investors, the level of credit losses and payment delinquencies increased during 2006 due, in part, to
increasing interest rates and a softening insurance premium insurance market. We expect increased levels of delinquencies,
defaults and credit losses as the full impact of these market conditions are felt by the Company’s borrowers.

Loan Sales and Securitizations When the sale of a loan is classified as a true sale, gains or losses are recognized,
loans are removed from the balance sheet and residual assets, representing the present value of future cash flows from the
interest and servicing spread, are recorded. Future cash flows are reduced by the amount of estimated credit losses and notes
receivable prepayments, based on management’s assumptions and estimates.

The following table reports for each of the six securitizations in which we have been involved during fiscal years 2003,
2004, 2005 and 2006: (1) the amount of loans sold to a qualifying special purpose entity, (2) the amount of asset-backed
securities issued as a part of the securitization, (3) the amount of servicing income received by the Company for the year
ended December 31, 2006, (4) the fair value of the difference between loans sold and securities issued to accredited investors
and the fair value of the interest receivable retained recorded as a security for the period ended December 31, 2006, (5) the
portion of the security comprised of retained interest, and (6) the portion of the security comprised of retained equity in the
special purchase entity.

Securitization Table
(in thousands)

Retained
Servicing Retained Equity & Cash
Original Amount of Income Fair Value at Interest at Reserves at
Original Ameunt Asset-Backed Received December 31, December 31, December 31,
Date of Securitization of Loans Sold Securities Issued During 2006 2006 2006 2006

April 2003 ............ § 15825 § 13,350 % 6 $ 2307 § 221 § 2,086
November 2003 .....- 23,526 18,500 8 3,511 227 3,284
June 2004 .............. 24,832 20,000 8 3,612 1,006 2,606
March 2005 ............ 40,993 32,000 36 9,339 2,191 , 7,148
December 2005-..... : 64,111 51,500 61 14,891 4427 10,464
July 2006 ................ 65,433 52,346 28 16,660 4,022 12,638
CTotalevvvvrvicrceeen. $ 234720 §% 187,696 $ 147 § 50,320 % 12,094 § 38,226

At December 31, 2006, 2005 and 2004, we had transferred assets with balances totaling $319,125,000, $233,473,000
and $138,740,000, réspectively, that were accounted for as true sales, resulting in pre-tax gains for the years ended
December 31, 2006, 2005 and 2004 of $7,423,000, $7,435,000 and $2,475,000, respectively. Purchasers of these notes
receivable obtained full control over the transferred assets (i.e. notes receivable) and obtained the right, free of conditions that
constrain it from taking advantage of that right, to pledge or exchange the notes receivable. Furthermore, the agreements to
transfer assets do not entitle, or obligate, us to repurchase or redeem the notes receivable before their maturity except in the
event of an uncured breach of a representation or warranty.

Servicing and Retained Interest Assets When we sell loan participations, we generally retain servicing income and
recognize non-cash gains for the servicing benefits related to the loan sale. In recognizing such gains, we book a loan
servicing asset on our balance sheet equal to our estimate of the present value of future cash flows resulting from the
servicing spread. We recognize such assets only when the income allocated to our servicing responsibilities exceeds our cost
of servicing, which we typically estimate at 0.25% of the loan value being serviced. On loan participations, we are typically
paid annual servicing fees ranging from 0.25% to 1.375% of the outstanding loan balance. On loan securitizations, we are
typically paid annual servicing fees ranging from .10% to 0.25% of the outstanding securitized loan balances. When the
annual service fees paid to us are less than the minimum cost of servicing, which is estimated at 0.25% of the outstanding
balance, a servicing liability is recorded.

To the extent that the difference between the rate paid by Brooke Credit to participating lenders and investors and the
rate received by Brooke Credit from borrowers exceeds the maximum of 1,375% allocated to the servicing benefit, Brooke
Credit recognizes a non-cash asset, called an “Interest Receivable Asset,” on its balance sheet. This amount is equal to our
estimate of the present value of future cash flows resulting from this interest spread. With respect to sale of loan
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participations, our right to interest income is not subordinate to the purchaser’s interests and we share interest income with
purchasers on a pro rata basis. Although not subordinate to the purchaser’s interests, our retained interest is subject to credit
and prepayment risks on the transferred assets. On loan participations sold with recourse, our retained interest is subject to
credit risk on the transferred assets.

At December 31, 2006 and 2005, we recorded the value of the servicing asset at $4,512,000 and $2,650,000,
respectively, and the value of the servicing liability at $24,000 and $34,000, respectively. At December 31, 2006 and 2005,
we recorded the fair value of retained interest at $16,591,000 and $12,570,000, respectively, with $4,497.000 and
$1,412,000, respectively, listed as Interest-only sirip receivable on our balance sheet, and $12,094,000 and §$11,158,000,
respectively, in retained interest carried in our securities.

Components of the loan servicing asset, servicing liability, interest receivable asset relating to loan participation sales
as of December 31, 2006 were as follows (in thousands):

Interest
Servicing Servicing Receivable
Asset Liability Asset

Estimated cash flows from loan servicing fees/interest income ........ 5 8,949 §% 0 3 6,223
Less:

SErVICHLE BXPENSE ..ocoviciee et ie s e e se e (1,558) 41

Estimated credit losses*. : 4n

Discount 10 present Valle .........ccoourviriininsnerneseereneseiaens (2.879) (7 (1,685)

Carrying Value ...........ocooeroreeeeeec e st mnrssiees 9 4512 % 249 % 4,497

* Estimated credit losses from hability on sold recourse loans with balances totaling $2,247.000 as of December 31, 2006,
Credit loss estimates are based upon experience, delinquency rates, collateral adequacy, market conditions and other
pertinent factors.

Retained Securities The terms of Brooke Credit’s securitizations require the over-collateralization of the pool of loan
assets that back the securities sold to investors. Brooke Credit retains ownership of the resulting subordinate interest in the
loan pool and borrows money from commercial banks to fund this investment. As such, our retained interest is subject to
credit and prepayment risks on the transferred assets. As of December 31, 2006, Brooke Credit had subordinate investment
interest in loan pools totaling $50,320,000, part of which is the carrying value of our retained interest in asset-backed
securities.

In connection with the recognition of non-cash gains for the interest benefits of asset-backed securities sales, the
present value of future cash flows was recorded as an interest receivable asset and included on the balance sheet as part of the
investment securities balance, Components of the interest receivable asset as of December 31, 2006 were as follows (in
thousands);

Estimated cash flows from interest MCOME ..o ooee et eee ettt e e reerenresneane $ 22,509
Less:
EStimated Credit J0S5E8. i iivrriiernreeerctei s ciisseeevreesrerenasabessrab s st ee e s e ese st asebesas st easnsennans (3,237
DiSCOUN 10 PIESENIE VAIIE L.oouiiieirie ettt s e s ns s e (7,178)
Carrying Value of Retained Interest in Asset-Backed Securities ........c.ooooviviniiinncccinnncecnns $ 12,094

We annually evaluate and measure the retained interest and servicing assets for potential impairment. Impairment
testing involves comparing our current discounted value of future interest and servicing revenue with our carrying value for
the retained interest and servicing assets, If the new discounted revenue stream is less than the value on the books, further
analysis is performed to determine if an “other than temporary” impairment has occurred. If an “other than temporary”
impairment has occurred, we write the asset to the new discounted revenue stream,

The actual prepayment rate on our loans increased to approximately 15.6% during the year ended December 31, 2006
primarily due to the increased asset ownership transfers to other borrowers within Brooke Credit’s portfolio, new loan
documents being executed on existing loans to improve security interests and the increasing interest rate environment. The
Company expects that, over the remaining life of the loan portfolio, several cycles of increasing and decreasing prepayment
rates will likely occur, primarily resulting from fluctuations in key interest rates and changes in the marketplace. Because of
the increases in the prepayment rate experienced in 2006, management determined that an “other than temporary” impairment
occurred. The Company recorded an impairment loss of $329,000 for the year ended December 31, 2006. We believe that
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over the life of the securitizations the prepayment rate assumption used continues to be appropriate. No impairment was
recognized in the years ended December 31, 2005 and 2004,

In addition, we conduct sensitivity analysis to evaluate the potential impact of a 10% to 20% change in the key
economic assumptions used in valuing our retained interest and servicing assets. These key economic assumptions include
prepayment speed, expected credit losses and discount rate. As of December 31, 2006, an increase in these key economic
assumptions by 10% to 20% generally results in decreases of 1% to 7% in the value of the retained interest and servicing
assets. More drastic changes to economic and market conditions than those we have modeled would likely lead to greater
diminution in the value of the retained interest and servicing assets.

Loans Sold with Recourse The business and real estate loans on our balance sheet at December 31, 2006 and 2005,
$2,247,000 and $3,807,000, respectively, were sold to various participating lenders with recourse to Brooke Credit
Corporation. Such recourse is limited to the amount of actual principal and interest loss incurred and any such loss is not due
for payment to the participating lender until such time as all collateral is liquidated, all actions against the borrower are
completed and all liquidation proceeds applied. However, participating lenders may be entitled to periodic advances from
Brooke Credit Corporation against liquidation proceeds in the amount of regular loan payments. At December 31, 2006, all
such recourse loans: a) had no balances more than 60 days past due; b) had adequate collateral; and ¢) were not in default.

Market Conditions and Strategies Affecting Sale and Securitization Transactions Qur lending operations depend
on our ability to sell either loan participation interests or securities backed by our originated loans to banks and finance
companies. We believe that our relationships with participating lenders and loan pool investors have been good, that investor
interest in our loans has been strong, and that we will continue to have available purchasers of our loan participation interests
and asset-backed securities. Several faclors, however, will affect our ability to sell participation interests in our loans and to
complete securitizations, including:

+  conditions in the securities markets, generally;

« conditions in the asset-backed securities markets;

= changes in interest rates and their impact on credit losses and prepayment speed,;
» the credit quality and performance of our financial instruments and loans;

+  our ability to adequately service our financial instruments and loans; and,

+  the absence of any downgrading or withdrawal of ratings given to securities previously issued in our
securitizations.

One of our goals is to fund an increasing number of originated loans through our warehouse lines of credit, leading up
to the time of loan securitizations. To do s0, our debt is expected to increase. The increase in our debt may cause our network
of participating lenders to become uncomfortable and, as a result, we may not be able to sell participation interests in loans -
we originate on terms acceptable to us or at all. Such result would have a material adverse effect on our operations and
prospects for growth. Accordingly, we are cautiously monitoring our increased debt totals resulting from warehouse funding
activities and the comfort of the network of participating lenders and will modify our method of funding practices as needed
to maintain a significant network of purchasers of loans. We are considering alternative warehouse structures to reduce our
debt. However, no assurances cab be made that we will find an acceptable alternative.

A material change in any of the foregoing economic and market conditions would likely have a material adverse effect
on our ability to pursue sales of our loan participations or loan securitizations. In addition, such changes in economic and
market conditions could iead to an impairment in the value of our retained interest and servicing assets. Either the loss of our
loan sale markets or an impairment in the retained interest and servicing assets could, in turn, have a material adverse effect
on our results of operations and financial condition.

In the event of such material change in economic and market conditions, we would likely examine a range of strategic
options, including evaluating: our current capital structure; the availability of credit sources in addition to the loan
participation and loan securitization markets; a possible reduction in the expansion of our franchise network; a possible
curtailment in our lending operations; and, an examination of our internal cost and operating structure. We would make no
such change prior to thoroughly evaluating our alternatives and market conditions. While our management cannot predict
market conditions or the reactions of participating lenders to changes in market conditions or our strategies, we are unaware |
of any trends or uncertainties that are reasonably likely to materially reduce our ability to sell loans and remove them from
our balance sheet under current accounting rules, or any need to consider any such strategic options at this time.
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Proposed Accounting Changes In August 2005, the Financial Accounting Standards Board (FASB) issued an
exposure draft which amends Statement of Financial Accounting Standards No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” This exposure drafis seeks to clarify the derecognition
requirements for financial assets and the initial measurement of interests related to transferred financial assets that are held by
a transferor. Our current off-balance sheet securitizations in our Lending Services segment could be required to be
consolidated in our financial statements based on the provisions of the exposure draft. We will continue to monitor the status
of the exposure draft and consider what changes, if any, could be made to the structure of the securitizations to continue to
derecognize loans transferred to the securitization special purpose entities. At Decemnber 31, 2006, the securitization special
purpose entities held loans totaling $167,870,000 million, which we could be required to consolidate into our financial
statements under the provisions of this exposure draft.

Recently Issued Accounting Pronouncements

See footnote 20 to our conselidated financial statements for a discussion of the effects of the adoption of new
accounting standards.

Related Party Transactions
See footnote 11 to our consolidated financial statements for information about related party transactions.
Impact of Inflation and General Economic Conditions

Although inflation has not had a material adverse effect on our financial condition or results of operations, increases in
the inflation rate are generaliy associated with increased interest rates. A significant and sustained increase in interest rates
could adversely affect our franchisees’ ability to repay the variable rate loans that we have made to them and thereby
adversely affect our profitability. Such an interest rate increase could also adversely affect our profitability by increasing our
interest expenses and other operating expenses. A significant change in the credit markets could also have an adverse impact
on our operations, Our lending operations depend on our ability to sell either loan participation interests or securities backed
by our insurance agency loans to banks and finance companies. Several factors will affect our ability to sell participation
interests in our loans and to complete securitizations, including:

«  Conditions in the securities markets, generally;

= Conditions in the asset-backed securities markets;

+  Changes in interest rates and their impact on credit losses and prepayment speed;
+  the credit quality and performance of our financial instruments and loans;

*  our ability to adequately service our financial instruments and loans; and

+ the absence of any downgrading or withdrawal of ratings given to securities previously issued in our
securitizations.

A significant change in interest rates or in the willingness to extend credit could have a significant and adverse impact
on our ability to make loans and, by extension, to continue expanding our agency network.

A significant change in interest rates could also affect the cash flows associated with our servicing assets and liabilities;
our retained interest assets related to our loan participation and securitization sales; and the value of our investment in the
subordinate interests in our securitizations. We make certain assumptions about the rate of prepayment by our borrowers and
the credit losses of our loan portfolio. In the event of a sudden increase in interest rates, it is reasonable to expect that credit
losses would increase, as our borrowers found it increasingly costly to make their interest payments. Our assumptions about
the prepayment rates on loans could also be subject to change in the event of a sudden increase or decrease in interest rates.

Our business is also dependent on the cyclical pricing of property and casualty insurance, which may adversely affect
our franchisees’ performance and, thus, our financial performance. Our franchisees primarily derive their revenues from
commissions paid by insurance companies, which commissions are based largely on the level of premiums charged by such
insurance companies. In turn, we earn fees from our franchisees based upon the commissions earned by our franchisees.
Because these premium rates are cyclical, our financial performance is dependent, in part, on the fluctuations in insurance
pricing. Although the current insurance market generally may be characterized as “soft,” with a flattening or decreasing of
premiums in most lines of insurance, it is likely that insurance pricing will decrease further in the future, subjecting us to
lower commissions on the insurance placed by our franchisees.
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A steep decline in insurance pricing could have a significant and adverse impact on our franchisees, because the
commissions that they earn would likely decrease along with insurance pricing. That adverse impact would likely reduce our
share of our franchisees insurance commissions and could also hurt our franchisees ability to make timely payment of
principal and interest on our loans.

A general decline in economic activity in the United States or in one of the states or geographic regions in which we
operate, such as California, Texas, the Southwest, the Midwest or the Southeast, could also affect our results and financial
condition.

An adverse change in economic activity could reduce the ability of individuals and small businesses—the key
customers for our franchisees—to purchase insurance and other financial services. In such event, the revenue growth rate of
our franchisees could flatten or decline, in turn reducing our revenues and hurting our franchisees’ ability to make timely
interest and principal payments on their loans.

All other schedules have been omitted because they are either inapplicable or the required information has been
provided in the consolidated financial statements or the notes thereto.
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FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Brooke Corporation:

We have audited the accompanying consolidated balance sheets of BROOKE CORPORATION as of December 31,
2006 and 2003, and the related consolidated statements of operations, changes in stockholders’ equity and cash flows for
cach of the years in the three-year period ended December 31, 2006. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. Our audit included consideration of internal control over financial reporting as
a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Brooke Corporation as of December 31, 2006 and 2005, and the results of its operations and its cash
flows for each of the years in the three-year period ended December 31, 2006, in conformity with accounting principles
generally accepted in the United States of America.

Summer;, Spencer & Callison, CPAs, Chartered

Topeka, Kansas
March 3, 2007
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Brooke Corporation
Consolidated Balance Sheets
DECEMBER 31, 2006 AND 2005

(in thousands, except share amounts)

ASSETS

2006 2005

Current Assets

CASh ettt e e e e e e s e e e e e e e R e s e e e e RS e e at ettt $ 21,203 0§ 12321
RESIMCIEA CASN c.tiiiiiiiise et resvae st st re e e v vae v s s s sae e b sa s em nm nog ne s ne e neene et 1,250 619
IIVESHTIEIIES «..e.veiiieeeeecee et ieecite s cas s et e s e s s sate s et eetsssbsasaeestssbasassassaenaesasssesaneasesnsessersnean 18,027 —

Accounts and notes receivable, NEL ... e 186,754 55,763
INCOMMEE tAX FECEIVABIE . ...cciiitititicre e e bbb b ettt et b bt ettt et 480 830
OLhET TECEIVADLES ..ottt ettt e e s e e e s an b ens e s et st smenentensnsee s 1,601 1,627
SEOUTTHIES ...ttt e oot sttt as et een e en e ese s meaea b emcteosem ses e s rearm et smereeeesmesesonras 50,322 44,682
Interest-only StTip reCEIVABIE......ccociiiie e 4,497 1,412
DD OSIES ettt rinrcn it e s e seesaeraerae e e reebe e e e e ra e reRe b reeeaeeee ea see seereereebe e pe e re e et 873 467
Prepaid XPeISES. .. ..o ettt ettt ettt b em e et s 503 435
AQVErtising SUPPIY IMVEILOTY .....ovcvievreeeeeeriseeneessossssisessessssnsesssssesssssosssmssssarsossessnsssnees 462 —

TOIA! CUFFEIE ASSELS ..ccovivieveecciecietieests e e ee st st e s an s nsesrns bt enssss e sesnaesbessneensenten 285,972 118,156

Investment in BUSIMESSES ...ttt s sse e e st e s s rrs s s resrn e saesaran 2,333 5,058

Property and Equipment
L T TSP OOV OT OO OO 20,198 7,487
Less: Accumulated depreciation.......c..oceivecieinreieinsie e e (4,404) (2,333)

Net Property and EQUIDIMERT ... e 15,794 5,154

Other Assets .
Amortizable INANZIDIE ASSELS .....evvrerreereierrrrs e e rersrrressesesesrasancgeaesansasraesamsassassesennen 5,216 4,532
Less: Accumulated amoOTtiZation ..o s s (1,728) (1,431)
CONITACE dAtADASE.....coovvieeireire et ceree e e e e e e e e e e gttt 196 341
SEIVICIIZ ASSEE curviieieircei st st st ens e st st s 4,512 2,650
DeferTed CHATEES .........coovvveeeeveie st sesssseese s ss st s e ses 11,094 779

NEE OIREF ASSOIS o.cvvoeveeieere e ceeeeiessrseeisirs e ras s s resvsestassenss e s rsssberes snbsatsarbassseresansesses 19,290 6,871
TOUAL ASSCES ..ottt ettt eeattos b e e e see st e s ab e b e bae sas o e soss e basertsatassnssasenssaabaasnensssranrnnas $ 323,389 § 135239

See accompanying summary of accounting policies and notes 1o financial statements.
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Brooke Corporation
Consolidated Balance Sheets
" DECEMBER 31, 2006 aND 2005
(in thousands, except share amounts)

LIABILITIES AND STOCKHOLDERS® EQUITY

2006

2005

Current Liabilities

ACCOUNTS PAYADIE .11ttt et ettt $ 12944 %

Premiums payable to inSUrance COmMpPanies .......ocoverieeerieines s et 6,925
Policy and contract liabilities... 20,184
Payable under participation agreements .......................................................................... 26,849
Unearned buyer consulting f8S..........co.voeieiieieeieeee e s ess b sasbs s neen —

Accrued commission TefUNAS.......c.cooiiei s 645
IBINR 1088 TESEIVE o..ruieeetceeerititeeecireeseee e teaeetemetancseaetesssans b ot s s nt et san et et eesmatans s sansan 350
Unearned insurance premilms. ..o sessesesesesesosesesoesesesesesessesssresssonsans 75
INCOME tAX PAYADIE .....vvvercreeeererrees e et ss s sesss s s ss st st 4,293
Deferred income tax payab!e 1,439
Warrant liability ... 900
Short-term debt .. 107,602
Current matuntles oflong -term debt 14,401

7,433
3,015

10,857
118
802

734
474
1,564

12,500
17,405

Total Current LIGDIIES .......ocoovieiieiiiii et e e s 196,607
Non-current Liabilities
Warrant liability ... 2,821
Deferred income tax payable 6,155
Servicing liability ... 24
Long-term debt less CUITENT IANITHIES .. eoevvvcecercreenere s e e er e sre s sees 55,790

56,902

3,577
34
33,265

TOtAl LABDIIIEIES ....oveviee et vt vee s cer b eseabse e e st re s et s bensrn e e ssesmseassssanteessrnssnsesarnesrneens 261,397

93,778

Minority Interest in subsidiary "“\ 5,464
S

Stockholders’ Equity T
Common stock, $.01 par value, 99,500,000 shares authorized, 12,553,726 and 12,443,548
shares issued and OUISTANAING ....o.coviviimeeiiieeceee et st 126
Preferred stock series 2002 and 2002 A, $25 par value, 110,000 shares authorized, 49,667
shares issued OUISTANAING ......c.ccroereciec e e e e e st s e e 1,242
Preferred stock series 20028, $32 par value, 34,375 authorized, 24,331 shares issued and
OUSTANAIME ... eeee e ettt et e et b o ne st e s bt e e 779
Preferred stock series 2006, $1 par value, 20,000 authorized, 20,000 shares issued and
outstanding.............. 20
Additional pald-m capltal on preferred stock series 2006 18,576

Discount on preferred stock series 2006 ... (4,725)

Additional paid-in CaPHAl.....c.ocooiim e e 36,139
Retained earnings .. 4,077
Accumulated other comprehenswe income.. 294

124
1,242

779

35,819
3,015
482

Total StockROIAers EGUILY ...t teeesese e ress st 56,528

41,461

Total Liabilities and Stockholders” EQUity.............c..o. oo reereerceeneseee s $ 323,389

135,239

See accompanying summary of accounting policies and notes to financial statements.
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Brooke Corporation
Consolidated Statements of Operations
YEARS ENDED DECEMBER 31, 2006, 2003, AND 2004

(in thousands, except per share data)

2006 2005 2004

Operating Revenues
INSUranCe COMMIMISSIONS ......vvvveviverrerviriressresesesaeserersenssseressessessseresssssesnosanes $ 102,032 § 86,872 § 639504
Interest INCOME (NEL) . cvvireivirrr i veresie e re e rrsarsernsves e s ara et eas e sas b snassnns 19,656 10,360 5,072
Consulting fees .. 9,908 4916 5,236
Gain on sale of busmesses ........................................................................... 3,059 3,091 5,261
Initial franchise fees for basic SErVICES .....vemerreieie et 31,770 19,375 8,795
Initial franchise fees for buyer assistance plans ..........cccocvcerenreninrenen. 3,137 10,133 8,122
Gain on sale of NOtes reCEIVADIE ..ot 7,423 7,435 2475
Insurance premiums arned ..........oovcvereirieiencnenermnnen e senee e s 660 811 401
Policy fee ICOME ...t e aes st 535 1,581 2,003
L0110 1<) Vo) 1 (1 SO USROS U TSRO 1,515 844 654

Total Qperating REVERUES .........ooveeveereeeereieerersseiesssenssssnssssnssssases 179,695 145,418 101,923

Operating Expenses
COMMISSIONS EXPEISE o.voviiieeieeieeserreseeseeseresrs sttt rsr s sem e sessras s 79,462 66,957 49,600
Payroll expense... 30,269 28,6015 20,151
Depreciation and amortlzatlon 2411 2,432 2,504
Insurance loss and loss expense mcurred 708 (60) (17
Other OPErating EXPENSES ....c.vccerveeeiieaees s e rens s e st esoe 39,702 26,665 16,444
Other operating iNtErest EXPENSE ....c..evreeererrriererrieeerermssersesrniossssessanssnsssseees 3,125 2,122 927

Total Operating EXPenses ............ceevoviereeemieeeenieseseee s ensensiesess 155,677 126,731 89,609
Income from OPerations ...t s 24,018 18,687 12,314

Other Expenses
Interest expense .. 6,709 3,721 2,340
Minority interest in sub51d|ary 575 — —

Total Other EXPenses .........ceeeierereseeinaees v iesses s enen e ene e 7,284 3,721 2,340

Income Before Income TaxXes.........ccocoicimviin s nees e s soeaen 16,734 14,966 9,974
[NCOME tAX EXPENSE ..ottt et e ens e et et eas e 5,992 5,261 3,280

Net INCOME ... st e s e e e et e a s s sbssrarea s e sresrnssnssnsenaeee $ 10,742 % 9,705 § 6,694

Net Income per Share:
BASIC ..o cevcteimee et e ettt e R r et etk st et s 3 079 § 089 % 0.69
DR ..ot e st et b3 076 § 086 § 0.65

See accompanying summary of accounting policies and notes to financial statements.
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Brooke Corporation
Consolidated Statements of Cash Flows
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(in thousands}

2006 2005 2004

Cash flows from operating activities:
Net income . e i) 10,742 8 9,705 § 6,694
Adjustments to reconclle net income fo net cash flows from operatmg
activities:
DIEPIECIALION ... et et 1,207 820 629
Amortization .. 1,204 1,612 1,875
Gain on sale of busmesses ........................................................................... (3,059) (3,091) (5,261
Deferred iNCOME taX EXPENSE.....o.eeieeceeeereeriereeieeerseseses s sressnas s snasessesnesenns (634) 1,306 292
Gain on sale of notes receivable ............cooc e s . (7,423 (7.435) (2475
Purchase of business inventory provided by sellers.........cccovevvernnnenne, 12,221 14,318 11,740
{Increase) decrease in assets: .
Accounts and notes receivable. .. (130,727) (3,803) (35,955)
Other receivables ... 785 (1,218) 459
Prepaid expenses and other asSets .....o.cvvveeninieneciniicenne e enirinnes (474) 474) 88
BUsiness iNVENIOIY .....oovveviiiiiiie et snseee e s eas 2,725 (4,036) (655)
Increase (decrease) in liabilities:
Accounts and eXpenses PAYADIE. .....coccvvvvoveveoreere e ) 5,298 195 2,107
Other Habilities ....ovovveveverieivincnirmirnsrnsrse s mernsrsssseresssessesescesasrenes 101,420 (11,619 26,266
Net cash provided by (used in) operating activities .............ccccoevreveennn. (6,715) (3,720) 5,804
Cash flows from investing activities:
Cash payments for securities ............. (13,312) (21,778) (4,882)
Cash payments for property and equ1pment (9,138) (541) (1,634)
Purchase of subsidiary and business assetS........cocovrvrisimerrenisrsmsnesssiennns (2,552) (1,515) {8,215)
Sale of subsidiary and busingess 858, ... s e — 3,949 12,977
Net cash used in iRvVesting ACHIVIBES ......coovovoveeiiieee e T {(25,002) (19,885) (1,754)
Cash flows from financing activities:
Dividends paid ... v (9,005) (6,733) (5,347)
Cash proceeds from preferred stock 1SSUANICE ovevenreareerearesrearasnsrasrasseararas 13,871 — —
Cash proceeds from common Stock 1SSUANCE.........ccocvicrnieirereccreeireeene 322 31,172 74
Loan proceeds oft debl........c.ocveiiciiinininiiiericenieee e e esen s 52,300 28,518 19,785
Payments on bond maturities ... (30) (6,724) (775)
Payments on short-tertn borrowing ........cooooior e 13,766 (1,384) (1,176)
Payments on long-term debt ... (30,575) {28,684) (10,591)
Net cash provided by financing Qetivities ...........oceceeveeeeceeceeeenieeeeannes 40,599 16,165 1,970
Net increase (decrease) in cash and cash equivalents ..., 8,882 (7.,440) 6,020
i Cash and cash equivalents, beginning of period..........c.coccovrvnnnnnnn 12,321 19,761 13,741
| Cash and cash equivalents, end of period ..o $ 21,203 $ 12321 § 19,761

See accompanying summary of accounting policies and notes to financial statements.
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Brooke Corporation
Notés to Consolidated Financial Statements
Years ENDED DECEMBER 31, 2006, 2005 anp 2004
1. Summary of Significant Accounting Pblicies
(a} Organization |

Brooke Corporation (the “Company”) was incorporated under the laws of the State of Kansas in January 1986. The
Company’s registered office is located in Qverland Park, Kansas. At December 31, 2006, Brooke Holdings, Inc. owned
46.6% of the Company’s outstanding commaon stock and a control group consisting of Brooke Holdings, Inc. and certain
executive officers of the Company beneficially owned approximately 52.5% of the Company’s outstanding common stock.
The Company is primarily a holding company that owns directly, or indirectly through a wholly owned subsidiary, 100% of
the stock and ownership interests of all of its subsidiaries, except for First American Capital Corporation. The Company’s
primary business operations are conducted by its subsidiaries and include franchising, franchise and insurance related
lending, insurance brokerage and loan brokerage.

Operating Subsidiaries:

Although the Company has multiple subsidiaries, the Company’s business operations are typically performed by one of
three operating subsidiaries; Brooke Franchise Corporation, Brooke Credit Corporation and Brooke Brokerage Corporation.
Separate annual audited financial statements are prepared for each operating subsidiary and each operates independently from
the other two operating subsidiaries, and from the Company, to perform its specific business purpose. The Company provides
accounting, administrative and legal support to its three operating subsidiaries for which it receives administrative fees.
Company revenues are typically limited to dividends and administrative fees from these operating subsidiaries. At year end,
the Company acquired an ownership interest in First American Capital Corporation, a life insurance holding company. The
Company became a majority shareholder of First American Capital Corporation on January 31, 2007,

Brooke Franchise Corporation is a Missouri corporation. The primary business purpose of this subsidiary is
franchising insurance and related businesses and providing services to its franchisees through its network of regional offices,
service centers and sales centers. Other business purposes of this subsidiary are to provide consulting services to business
sellers and collateral preservation assistance to lenders.

Brooke Credit Corporation, a Kansas corporation, is a specialty finance company that lends primarily to locally-owned’
businesses that sell insurance, The core target market consists of independent insurance agencies, captive insurance agencies
and managing general agencies, where the sale of insurance is their primary busingss. In addition, Brooke Credit Corporation
loans money to funeral home owners, where the sale of insurance is often an important, although not primary, part of their
business.

Brooke Brokerage Corporation, a Kansas corporation, serves as the parent holding company of the subsidiaries
involved in the brokerage segment. It is the direct owner of 100% of the ownership interests of CJD & Associates, L.L.C.
Although Brooke Brokerage Corporation is categorized as an operating subsidiary, all of its non-banking operations are
conducted through CID & Associates, L.1..C., a licensed insurance agency that sells hard-to-place and niche insurance on a
wholesale basis, under the trade name of Davidson-Babcock, and during 2006 brokered loans for general insurance agencies,
funeral homes and other small businesses. On January 8, 2007 Brooke Brokerage completed the acquisition of Generations
Bank (now Brooke Savings Bank), a federal savings bank, by purchasing for $10.1 million in cash all of the issued and
outstanding stock of the bank. The bank’s business plan centers on the sale of bank products and services through referrals
from Brooke Franchise Corporation and other independent agents.

Acquisition Subsidiaries:

The Brooke Agency, Inc. and Brooke Investments, Inc. subsidiaries acquire businesses and real estate assets for long-
term investment. The operations of each acquisition subsidiary are conducted by employees of an affiliated subsidiary of the
Company. Separate unaudited financial statements are typically prepared for each acquisition subsidiary because each obtains
loans from Brocke Credit Corporation and other lenders to fund their acquisitions.

Brooke Agency, Inc. is a Kansas corporation. Brooke Agency sometimes acquires for investment those insurance
agencies where local ownership is not considered critical to financial performance.




n
Financiol Review - BROOKE CORPORATION 2006 ANNUAL REPORT -

Brooke Investments, Inc. is a Kansas corporation that acquires real estate for lease to franchisees or other purposes. In
addition, to help preserve collateral interests, Brooke Investments enters into real estate leases that are subleased or licensed
to franchisees.

Captive Subsidiaries:

The DB Group, Ltd. and DB Indemnity, Ltd. subsidiaries were incorporated in the country of Bermuda as captive
insurance cornpanies. Separate financial statements are prepared for Bermuda subsidiaries as required by the Bermuda
government. The captive insurance company subsidiaries are wholly owned by Brooke Investments and profits are not
typically distributed as dividends.

The DB Group, Ltd, was incorporated under the laws of Bermuda and is licensed as a Class 3 insurer under the
Insurance Act 1978 of Bermuda and related regulations. In 2006, The DB Group, Ltd. self-insured a portion of the
professional insurance agent’s liability expesure of Brooke Franchise Corporation, its affiliated companies and its
franchisees. There were no premiums written by this subsidiary in 2005.

DB Indemnity, Ltd. was incorporated under the laws of Bermuda and is licensed as a Class 1 insurer under the
Insurance Act 1978 of Bermuda and related regulations for the purpose of self-insuring financial guaranty policies to Brooke
Credit Corporation and its participating lenders. Prior to 2006, DB Indemnity, Ltd. self-insured a portion of the professional
insurance agents’ liability exposure of Brooke Franchise Corporation, its affiliated companies and its franchisees.

Securitization Subsidiaries:

As part of the process of securitizing Brooke Credit Corporation’s loan portfolio, limited liability companies are
organized in Delaware as bankruptcy-remote qualifying special purpose entities. To the extent required by the securitization
process, separate financial statements are prepared for each securitization subsidiary.

Brooke Agency Services Company LLC is licensed as an insurance agency and was created to serve as the agent of
record for property, casualty, life and health insurance offered by the Company’s network of franchisees. Brooke Agency
Services Company LLC has acquired ownership of franchise agreements from the Company and/or Brooke Franchise
Corporation as part of an arrangement to preserve collateral on behalf of Brooke Credit Corporation, as required by the
securitization process. Brooke Agency Services Company LLC has contracted with the Company and/or Brooke Franchise
Corporation for performance of any obligations to agents associated with all such franchise agreements. The financial
information of this subsidiary is conseolidated with the Company’s financial information.

Brooke Acceptance Company LLC, Brooke Captive Credit Company 2003, LLC, Brooke Securitization Company
20044, LLC, Brooke Capital Company, LLC, Brooke Securitization Company V, LLC, and Brooke Securitization 2006-1,
LLC are the purchasers of Brooke Credit Corporation loans pursuant to true sales and the issuers of certain floating rate asset-
backed notes issued pursuant to various agreements. The financial information of these subsidiaries is not consolidated with
the Company’s financial information.

Other Subsidiaries:

Subsidiartes have been established for contractual operations but, during 2006, any revenues generated by these
subsidiaries are assigned to one of the operating subsidiaries for performance of any associated obligations. These
subsidiaries include Brooke Life and Health, inc., The American Heritage, Inc., The American Agency, Inc., Brooke Credit
Funding LLC, Brooke Canada Funding, Inc., Brooke Warehouse Funding, LLC, and First Brooke Insurance and Financial
Services, Inc.

Subsidiaries have also been established for regulatory, licensing, security or other purposes and they typically conduct
limited operations and do not own any assets. These subsidiaries include Brooke Bancshares, Inc., Brooke Funeral Services
Company, LLC and Brooke Agency Services Company of Nevada, LLC.

First American Capital Corporation, a Kansas corporation and majority owned subsidiary as of January 31, 2007, is
the direct owner of 100% of the ownership interests of First Life America Corporation, Brooke Capital Advisors, Inc.
(formerly First Life Brokerage, Inc.} and First Capital Venture, Inc. Although First American Capital Corporation is
categorized as an operating subsidiary, all of its operations are conducted through First Life America Corporation, a licensed
insurance company distributing a broad range of individual life and annuity insurance products to individuals in eight states
and Brooke Capital Advisors, Inc., an insurance brokerage offering life, health, disability and annuity products underwritten
by other companies and complementing those products offered by First Life America Corporation. Beginning on
December 8, 2006, Brooke Capital Advisors, Inc. began operating a managing general agency loan brokerage and consulting
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business, with CID & Associates, L.L.C. ceasing to offer such services to new customers on that date. Brooke Capital
Advisors, Inc. has expanded this business in 2007 to include similar services to funeral homes and loans related thereto. First
Capital Venture, Inc. is a shell company with no eperations and no plans for operations at this time. The operations and
results of First American Capital Corporation are included in the corporate segment.

(b) Useof 4 ccéunn’ng Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of certain assets, liabilities and disclosures.

Accordingly, the actual amounts could differ from those estimates. Any adjustments applied to estimated amounts are
recognized in the year in which such adjustments are determined.

The following are significant estimates made by management:

*  Amount of future policy cancellations which may result in commission refunds and a corresponding reserve
*  Share of future policy cancellations due from franchisees

*  Amount of allowance for doubtful accounts

*  Share of policy commissions due to franchisees for commissions received by the Company but not yet distributed
to franchisees

«  Useful lives of assets

*  Amount of unearned initial franchise fees for Buyers Assistance Plans resulting from services and assistance not
yet performed

*  Amount of future insurance claim losses, loss expense and earned premium percentages

»  The discount, prepayment and credit loss rates used to calculate fair value of interest-only strip receivables,
servicing assets and servicing liabilities resulting from loan participation sales

» - The discount, prepayment and credit loss rates used to calculate fair value of securities resulting from asset-backed
securitizations

*  Amortization

*  Allocation of payroll and operating expenses associated with the origination and servicing of loans
*  Amount of current and deferred income tax expense and payable

It is at least reasonably possible these estimates will change in the near term.

fc}) Cash Equivalents

For purposes of the statements of cash flows, the Company considers all cash on hand, cash in banks and short-term
investments purchased with a maturity of three months or less to be cash and cash equivalents. Restricted cash is not included ‘
in cash equivalents. . ;

(d}  Allowance for Doubtful Accounts

Brooke Credit Corporation’s credit loss exposure is primarily limited to on-balance sheet loans held in inventory for
eventual sale, off-balance sheet loans sold with recourse and the retained interest in loans that have been securitized. A credit
loss assumption is inherent in the calculations of retained interest-only strip receivables resulting from loans that are sold. No
toss atlowances have been established for on-balance sheet loans held in inventory for eventual sale because these loans are
typically held for less than one year before being sold to investors and, therefore, have a limited exposure to loss.
Additionally, commissions received by Brooke Franchise Corporation are typically distributed to Brooke Credit Corporation
for loan payments prior to distribution of commissions to the franchisee borrower and most other creditors resulting in less
credit loss exposure. Similarly, the loan payments associated with the captive insurance agent borrowers are typically
deducted from the agent borrower’s commission and paid to Brooke Credit Corporation. As a result, the Company’s primary
credit exposure more likely results from the collection of franchisees’ account balances than from the collection of loan
payments.
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The Company estimates that a certain level of accounts receivable, primarily franchisee account balances, will be
uncollectible; therefore, allowances of $1,466,000 and $716,000 at December 31, 2006 and 2005, respectively, have been
established. The Company’s franchise subsidiary regularly assists its franchisees by providing commission advances during
months when commissions are less than expected, but expects repayment of all such advances within four months. At
December 31, 2006, the amount of allowance was determined after analysis of several specific factors, including franchise
advances classified as “watch” status.

The following schedule entitled “Valuation and Qualifying Accounts” summarizes the Allowance for Doubtful
Accounts activity for the years ended December 31, 2006, 2005 and 2004. Additions to the allowance for doubtful accounts
are charged to expense.

Valuation and Qualifying Accounts

Balance at Balance at
Beginning Charges to Write End of
(in thousands) of Year Expenses Offs Year
Allowance for Doubtful Accounts
Year ended December 31, 2004 . ....c.ooiririmimmieieiecbininens $ 03 1,757 & 1,182 § 575
Year ended December 31, 2005....... 575 2,974 2,833 716
Year ended December 31, 2006, ..o eeseeenns $ 716 § 4313 § 3,563 §% 1,466

The Company’s brokerage subsidiary established no allowances at December 31, 2006 and 20035, respectively, for
uncollectible amounts owed by agents or insureds. Reserves of $350,000 and $0 at December 31, 2006 and 2005,
respectively, were established for claims on financial guaranty policies issued by DB Indemnity, Ltd. on loans originated by
the Company’s finance subsidiary. '

The Company does not accrue interest on loans that are 90 days or more delinquent and payments received on all such
loans are applied to principal. L.oans and accounts receivables are written off when management determines that collection is
unlikely. This determination is made based on management’s experience and evaluation of the debtor’s circumstances.

(e)  Revenue Recognition

Commissions. Commission revenue on insurance policy premiums is generally recognized as of the effective date of
the policies or, in certain cases, as of the effective date or billing date, whichever is later. Contingent and profit sharing
commissions typically represent a share of insurance company profits on policies written by the Company. The calculation of
insurance company profits is usually made by the insurance company by deducting policyholder claims and insurance
company expenses from policy premiums. Although the share of insurance company profits paid to the Company is affected
by annual premium growth, the Company does not typically receive contingent commissions based solely on premium
volume. Contingent and profit sharing commissions are generally paid based on prior year performance and recognized when
received. Premiums due from the insured to the Company are reported as assets of the Company and as corresponding
liabilities, net of commissions, to the insurance carriers. ‘

In the event of cancellation or reduction in premiums, for policies billed by an insurance carrier, a percentage of the
commission revenue is often returned to the insurance carrier and revenues are correspondingly reduced. The commission
refunds are calculated by the insurance carriers and are typically deducted from amounts due to the Company from insurance
carriers. The Company has estimated and accrued a liability for commission refunds of $645,000 and $802,000 at
December 31, 2006 and 2003, respectively.

Policy fees. The Company receives fees for the placement and issuance of policies that are in addition to, and separate
from, any sales commissions paid by insurance companies. As these policy fees are not refundable and the Company has no
continuing obligation, all such revenues are recognized on the effective date of the policies or, in certain cases, the billing
date, whichever is later.

Interest income, net. The Company recognizes interest income when earned. A portion of the interest income that the
Company receives on its loans is paid out to the holders of its participation interests and asset-backed securities. Payments to
these holders are accounted for as participating interest expense, which is netted against gross interest income. Participating
interest expense was $23,581,000, $12,432,000, and $6,767,000, respectively, for the years ended December 31, 2066, 2005
and 2004, : .

Gain on sale of notes receivable. Loan participation and loan securitizations represent the transfer of notes receivable,
by sale, to “participating” lenders or special purpose entities, When transfers meet the criteria to be accounted for as a true -
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sale, established by SFAS 140, “dccounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities, ” the gain on sale of a note receivable is recognized when the note receivable is sold. When the Company sells
notes receivable, it typically retains servicing rights and interest income. Gains or losses on sales of notes receivable depends,
in part, on the previous carrying amount of the financial assets involved in the transfer, allocated between the assets sold and
the retained interest and servicing assets based on their relative fair value at the date of transfer.

Loar origination fees. Loan origination fees charged to borrowers are offset against loan origination expenses incurred
during the underwriting and placement of loans and are, therefore, not recorded as revenues. Loan origination fees reimburse
the Company for cash outflows associated with the up-front issuance costs such as financial guarantee policy premiums,
travel expenses for location inspections or meetings with the borrowers, and placement of the loans to outside investors,

Initial franchise fees. The Company receives initial franchise fees for two types of initial franchise services: basic
services provided pursuant to a franchise agreement and buyers assistance plan (BAP) services provided pursuant to a
consulting agreement. Agreements are typically executed, and initial franchise fees are typically paid, when a franchise is
acquired or opened. Initial franchise fees are non-refundable after execution of the franchise or consulting agreement.

The initial franchise fees for basic services cover the franchisees’ access to the registered name “Brooke,” access to
suppliers, and access to the Company’s Internet-based management software program. These basic services are the types of
services typically provided by franchisors. Delivery of these services is substantially complete when the franchise location is
opened, Therefore, all such revenues are immediately recognized.

Total initial franchise fees for BAP services typically vary based on a percentage of the acquired business’s revenues
because the time and expertise required of the Company to perform BAP services generally varies with acquisition size.
However, the time and expertise required of the Company to provide basic services and the value to franchisees of those
basic services, remains the same for all franchisees (even to startup or de novo franchisees), so the amount of total initial
franchise fees allocated to basic services does not vary. Accordingly, total initial franchise fees are first allocated to initial
franchise fees for basic services in the amount typically charged to startup franchisees and the remainder of the total initial
franchise fees is allocated to BAP services. Although substantially all of the BAP services are performed prior to closing, the
Company does not record revenues from initial franchise fees until the actual payment of fees at closing.

Consulting fees. The Company completes its consulting obligation to business sellers at closing and is not required to
perform any additional tasks for the seller. Therefore, revenues from consulting fees are recognized at closing because the
Company has no continuing obligation.

Gain on sale of businesses. The Company sometimes negotiates below-market interest rates on the deferred portion of
purchase prices paid to business sellers. These interest rate concessions reduce the Company’s carrying value and increase
the Company’s gain when sold to franchisees. Although the Company has a continuing obligation to pay the deferred portion
of the purchase price when due, it is not obligated to prepay the deferred portion of the purchase price or to otherwise
diminish the benefit of the below-market interest rate, Therefore, revenues from gains on sale of businesses resulting from
deferred payments to sellers are recognized at closing because the Company has no continuing obligation.

The Company sometimes acquires businesses that it plans to own and operate as part of its business. If it later decides
to sell such businesses for a price greater than their carrying value, then it recognizes a gain. When the business is sold, the
Company has no continuing obligations and, therefore, revenues from gains on sale of businesses resulting from agency sales
are recognized immediately at the time of sale.

Premiums. Through its subsidiary, DB Indemnity Ltd., excess liability premiums are recorded on the written basis and
recorded as revenues aver the term of the policies. Unearned premium regserves are established to cover the unexpired portion
of premiums written and assumed and revenues are correspondingly reduced.

{f)  Property and Equipment

Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the
straight-line method over the estimated useful lives of the assets. The following summarizes the estimated useful lives used
by the Company for various asset categories:

Description - Useful Life

Furniture and fixtures 10 years
Airplanes ... - 10 years
Office and computer equ1pment ...................... ST 5 years
AULOMODBILES ... e 5 years
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Description Useful Life

BUIAINGS ..vevvvvecrrce et s st 40 years
(g) Amortizable Intangible Assets

Included in other assets are the unamortized costs of renewal rights (rights to renewal commissions received from
insurance policies) purchased by the Company and through subsidiaries (Brooke Life and Health, Inc., The American
Agency, Inc. and CJD & Associates, L.L.C.) for businesses the Company plans to own and operate for more than one year.
The balance is being amortized over a 15-year period using an accelerated 150% declining balance switching to straight-line
method. The rates of amortization of Amortizable Intangible Assets are based on our estimate of the useful lives of the
renewal rights of customer and insurance contracts purchased. Amortization was $297.000, $478,000 and $898,000 for the
years ended December 31, 2006, 2005 and 2004, respectively.

The acquisition of renewal rights by the Company or by its subsidiaries for businesses the Company plans to own and
operate for less than one year are not classified as Amortizable Intangible Assets (see footnote 1(i)). Recent acquisitions and
divestitures of Amortizable Intangible Assets are discussed in footnote 12.

On July 1, 2002, the Company acquired 100% of the outstanding ownership interests of CID & Associates, L.L.C. and
$1,417,000 of the initial purchase price was allocated to renewal rights. The sellers may be entitled to an increase of the
initial purchase price based on the amount of monthly net revenues received in future periods. In accordance with FAS 141,
“Business Combinations,” any such payments for an increased purchase price will be recorded as Amortizable Intangible
Assets when made. Additional payments of the purchase price have been made in the amount of $2,386,000 since the initial
purchase.

As a result of the acquisition of CJD & Associates, L.L.C. on July 1, 2002, the Company recorded additional
Amortizable Intangible Assets of $46,000 (net of accumulated amortization of $150,000}.

On November 30, 2003, CJD & Associates, L.L.C. acquired 100% of the outstanding shares of Texas All Risk General
Agency, Inc. and T.A.R. Holding Co., Inc. which collectively owned 100% of the outstanding shares of All Risk General
Agency, Inc. and $1,000,000 of the initial purchase price was allocated to Amortizable Intangible Assets. The sellers were
entitled 1o an increase of the initial purchase price based on the amount of monthly net revenues received in future periods. In
accordance with FAS 141, “Business Combinations,” any such payments for an increased purchase price will be recorded as
Amortizable Intangible Assets when made. Additional payments of the purchase price have been made in the amount of
$1,352.000 since the initial purchase. On November 30, 2005, CJD & Associates, L.L.C. sold 100% of the outstanding shares
of Texas All Risk General Agency, Inc. and T.A.R. Holding Co., Inc. to an unrelated purchaser. See footnote 12 for
additional disclosure regarding this sale.

In February 2004, the Company acquired insurance agency renewal rights from Brent and Haeley Mowery for
$499,000. This agency was subsequently sold to a franchisee in July 2005 for $499,000, which resulted in a gain on sale of
$68,000 from amortization recorded in prior periods.

Subsequent to the initial recording at fair value, the amortizable intangible asset is evaluated and measured annually for
impairment. The impairment testing is performed by two different methods of analysis. The first method is a cash flow
analysis to determine if there are sufficient operating cash flows. The second methed is a fair market value analysis based
primarily on comparative sales data. If analysis indicates that operating cash flows are insufficient or the asset’s fair value is
less than its book value, then an impairment has occurred and the Company writes down the asset to the estimated fair value.
No impairment was recognized for the years ended December 31, 2006, 2005 or 2004,

th) Income Taxes

Net income tax expense is the tax calculated for the year based on the Company’s effective tax rate plus the change in
deferred income taxes during the year. Deferred tax liabilities were recorded in 2006 and 2005 to recognize the future tax
consequences of temporary differences between financial reporting amounts and the tax basis of existing assets and liabilities’
based on currently enacted tax laws and tax rates in effect for the years in which the differences are expected to reverse.

(i} Investment in Businesses

The amount of assets included in the “Investment in Businesses” category is the total of purchase prices paid, or market
prices if lower, for business assets, primarily renewal rights, that Brooke Franchise Corporation acquires to hold in inventory
for sale to its franchisees. Renewal rights associated with businesses that the Company plans to own and operate for less than
one year are considered inventory and are not amortized (see footnote 1(g)) because the residual values of those assets are
expected to be the same-at the time of sale to franchisees as at the time of acquisition by the Company. Typically, the
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Company acquires and sells the business assets simultaneously. If the assets are not sold simultaneously, then the Company
operates the business until sold and records the income and expense associated with the business. The amount of income and
expenses associated with inventoried businesses is not considered material by the Company. The number of businesses
purchased for this purpose for the years ended December 31, 2006 and 2005 was 33 and 68, respectively. Correspondingly,
the number of busingsses sold from inventory for the year ended December 31, 2006 and 20035 was 34 and 66, respectively.
At December 31, 2006 and 2005, the “Investment in Businesses” inventory consisted of 3 businesses and 4 businesses,
respectively, with fair market values totaling $2,333,000 and $5,058,000, respectively.

The acquisition of renewal rights purchased by the Company or through its subsidiaries for businesses the Company
plans to own and operate for more than one year are not classified as “Investment in Businesses” (see footnote 1(g)). In
footnote 12, we discuss our accounting for businesses which we have acquired with the intent to own and operate for periods
greater than onc year. Such businesses are part of the Company’s existing operations and are not part of “Investment in
Businesses.”

() Gain or Loss on Sale of Businesses

“Investment in Businesses™ gains or losses are the difference between the sales price and the book value of the
business, which is carried at the lower of cost or fair value. Businesses are typically sold in the same units as purchased.
However, in instances where a part of a business unit is sold, then management estimates the fair value of the portion of the
business unit being sold and the difference between the sales price and the resulting fair value estimation is the amount of the
gain or loss. Any such fair value estimation is evaluated for reasonableness by comparing the market value estimation of the
portion being sold to the book value for the entire business unit. Fair value estimations are based on comparable sales
information that takes into consideration business characteristics such as customer type, customer account size, supplier size
and bitling methods.

(k)  Contract Database

The Contract database asset consists of legal and professional fees associated with development of standardized
documents relating to the creation of a new asset class for securitization and rating of insurance agency loan pools. The initial
one time development cost of standardized documents for creating a new security asset class is non-recurring and
securitization of subsequent insurance agency loan pools results in lower and routine transaction expenses, This asset is being
amortized over a five-year peried because the benefits of this new asset class are expected to last at least five years.

Also included in the Contract database asset are the legal and professionat fees associated with development of
standardized loan documents. These contracts are available for sale to others that make these types of loans, by first
purchasing a license from Brooke Credit Corporation. A complete review and revision is scheduled for all loan documents
every five years; therefore, the asset was being amortized over a five-year period and was fully amortized at December 31,
2005,

({}  Deferred Charges

Deferred charges include loan fees paid in 2004 and 2005 to establish and increase a line of credit with DZ BANK AG
Deutsche Zentral-Genossenschaftsbank. Associated costs totaled $996,000, of which $3696,000 was paid in 2004 to establish
the line of credit and $300,000 was paid in 2005 to increase the line of credit, Also included in deferred charges are costs
associated with fees paid to establish lines of credit with Fifth Third Bank and Home Federal Savings and Loan Association
of Nebraska in 2006, These costs totaled $423,000 and $168,000, respectively, and were paid in 2006. These costs are
amortized over the period ending at the maturity date of the respective line of credit. Additional deferred charges include
$4,839,000 in fees paid in association with the $45,000,000 subordinated debt issuance that occurred in November 2006.
These costs are amortized over the period ending at the maturity date of the subordinated debt. Net of amortization, the
balance of all such amounts was $5,884,000 and $779,000 at December 31, 2006 and 2005, respectively.

Deferred charges also include the costs associated with a public offering of bonds and debentures. Selling expenses,
auditor fees, legal costs and filing charges associated with the Company’s public offering of bonds and debentures totaled
$615,000 and were amortized over a period ending at the bond and debenture maturities. There were no balances, net of
amortization, of such prepaid expenses at December 31, 2006 and 2005. The bonds and debentures were paid in full during
2005. :

Commissions and other costs of acquiring life insurance, which vary with, and are primarily related to, the production
of new business have been deferred to the extent recoverable from future policy revenues and gross profits. The acquisition
costs are being amortized over the premium paying period of the related policies using assumptions consistent with those
used in computing policy reserves. Net of amortization, the balance was $5,210,000 at December 31, 2006,
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(m} Equity Rights and Privileges

The holders of the Company’s 2002 and 2002A convertible preferred stock are entitled to receive a cumulative
dividend in cash at the rate of 10% of the liquidation vatue of such stock per share per annum, if determined by the Board of
Directors. The holders of 2002 and 2002 A convertible preferred stock do not have any voting rights and their conversion
rights have expired. In the case of liguidation or dissolution of the Company, the holders of the 2002 and 2002A convertible
preferred stock shall be entitled to be paid in full the liquidation value, $25 per share, before the holders of common stock.

The holders of the Company’s 2002B convertible preferred stock are entitled to receive a cumulative dividend in cash
at the rate of 9% of the liquidation value of such stock per share per annum, if determined by the Board of Directors. The
holders of 2002B convertible preferred stock do not have any voting rights and their conversion rights have expired. In the
case of liquidation or disselution of the Company, the holders of the 2002B convertible preferred stock shall be entitled to be
paid in full the liquidation value, $32 per share, after payment of full liquidation value to the holders of 2002 convertible
preferred stock, 2002A convertible preferred stock, and before the holders of common stock,

In the second quarter of 2004, the Company authorized the split of common stock at a ratio of 2-for-1.

In April 2004, the Company’s shareholders approved the reduction of the common stock’s par value from $1.00 t0 5.01
per share. The Company’s shareholders also authorized an increase in the number of common shares from 9,500,000 to
99,500,000, The common sharcholders possess all rights and privileges afforded to capital stock by law, subject to the rights
and privileges of holders of convertible preferred stock.

In August 2005, the Company issued 2,875,000 shares of its common stock through a secondary offering. Priced at
$11.50 per share, the gross proceeds of the offering were $33,063,000, with proceeds of $31,161,000 to the Company, before
expenses and after underwriter commissions and discounts.

In September 2006, the Company issued to an accredited institutional investor in a private placement transaction
20,000 shares of its newly designated 13% Perpetual Convertible Preferred Stock Series 2006, par value $1.00 per share,
which are convertible initially into 1,176,471 shares of the Company’s common stock at a price of $17.00 per share, subject
1o anti-dilution adjustments. The stated value per share is $1,000. The gross proceeds of the offering were $14,600,000,
before expenses and underwriter commissions and after a discount of $5,400,000.

The holders of the Company’s 2006 convertible preferred stock are entitled to receive a cumulative dividend in cash at
the rate of 13% per annum of the stated value of such stock after 2 years, if determined by the Board of Directors. The
holders of 2006 convertible preferred stock do not have voting rights. In the case of liquidation or dissolution of the
Company, the holders of the 2006 convertible preferred stock shall be entitled to be paid in full the stated value, $1,000 per
share, after payment of full liquidation value to the holders of 2002 convertible preferred stock, 2002A convertible preferred
stock and 2002B convertible preferred stock, and before the holders of common stock.

In September 2006, in conjunction with the sale of the 2006 convertible preferred stock, the Company issued warrants
to purchase 235,294 shares of the Company’s common stock at an exercise price per share of $24.00, subject to anti-dilution
adjustments. These warrants were exercisable immediately and expire September 2010.

(n})  Per Share Data

Basic net income per share is calculated by dividing net income, less preferred stock dividends declared in the period
(whether or not paid) and the dividends accumulated for the period on cumulative preferred stock (whether or not earned), by
the average number of shares of the Company’s common stock outstanding. Diluted net income per share is calculated by
including the probable conversion of preferred stock to common stock, and then dividing net income, less preferred stock
dividends declared on non-convertible stock during the period (whether or not paid) and the dividends accumulated for the
period on non-convertible cumulative preferred stock (whether or not earned), by the adjusted average number of shares of
the Company’s common stock outstanding. Total preferred stock dividends declared during the years ended December 31,
2006, 2005 and 2004 were $869,000, $194.000 and $194,000, respectively.

The prior year comparative average number of shares of common stock has been adjusted to reflect the 2-for-1 stock
split in 2004.
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Years Ended

(in thousands, except per share data) December 31, 2006 Pecember 31, 2005 December 31, 2004
Basic Earnings Per Share
Net INCOME ..ottt et e $ 10,742 § 9,705 § 6,694
Less: Preferred Stock Dividends ........coooveeiveeeeienenennnan, (869) {194) (194)
Income Available to Common Stockholders................ 9,873 9,511 6,500
Average Common Stock Shares ..o 12,510 10,643 9,362
Basic Earnings Per Share .....cc.ococeoveeeneceeeceeeecee e, b 079 § 089 % 0.69
December 31, December 31,
) 2006 2005 December 31, 2004

Diluted Earnings Per Share
NEL LICOME oo vivevei e reeere et renrsms e sen s essasnas $ 10,742 $§ 9,705 $ 6,694

Less: Preferred Stock Dividends on Non-

Convertible Shares..........cocoveveviicicieeen, (194) (194) (194)
Income Available to Common Stockholders............. 10,548 9,511 6,500
Average Common Stock Shares.......ccoocooieevicene, 12,510 10,643 9,362
Plus: Assumed Exercise of 1,176,471 Preferred
SEOCK e 1,176

Plus: Assumed Exercise of 228,650 Stock Options .. 229 13,915 359 11,002 563 9,925
Diluted Earnings Per Share.....cccooomoevnveieceeseeee. $ 076 $ 086 $ 065

(o) Buvers Assistance Plans

As part of its initial services to franchisees, the Company sometimes assists franchisees with the conversion of acquired
businesses into its franchise system pursuant to a buyers assistance plan (BAP). Substantially all of the BAP services
(inspection reports, operations analysis and marketing plan development) are typically provided by the Company before
franchise acquisition.

(p)  Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries, except for the
following qualifying special purpose entities: Brooke Acceptance Company, LLC, Brooke Captive Credit Company 2003,
LLC, Brooke Capital Company, LLC, Brooke Securitization Company 2004A, LLC, Brooke Securitization Company V,
LLC and Brooke Securitization 2006-1, LLC. These qualifying special purpose entities were formed for the sole purpose of
acquiring loans in connection with the securitization of agency loans. Each is treated as its own separate and distinct entity.
Qualifying special purpose entities are specifically excluded from consolidation under FIN 46(R), “Consolidation of Variable
Interest Entities.”

On December 8, 2006 the Company purchased a controlling interest in First American Capital Corporation. The
balance sheet accounts at December 31, 2006 and the income from the purchase date is included in the Company’s
consolidated financial statements.

The accompanying consolidated financial statements have been prepared on the basis of accounting principles
generally accepted in the United States of America (GAAP). All significant intercompany accounts and transactions have
been eliminated in consolidation of the financial statements,

(q) Accounts and Notes Receivable, Net

The net notes receivable included as part of the “Accounts and Notes Receivable, Net” asset category are available for
sale and are carricd at the lower of cost or market. Based on management’s experience, the carrying value approximates the
fair value., Any changes in the net notes receivable balances are classified as an operating activity.

(r)  Other Receivables

Included in Other Receivables are reimbursements due from franchisees and agents for possible cancellation of
policies, and receivables from sellers for consulting fees and other services. Most of these amounts are collected within 30
days from franchisees, borrowers or agents and all amounts are collected within 12 months from date of recording.
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(s) Advertising

The Company expenses the costs of advertising as they‘ are incurred. Total advertising and marketing expenses for the
years ended December 31, 2006, 2005 and 2004 was $13,224,000, $10,306,000 and $5,435,000, respectively.

(1)  Restricted Cash

Cash payments are made monthly to First National Bank of Phillipsburg as trustee for the Industrial Revenue Bonds.
These funds are held by the trustee for payment of semi-annual interest and principal payments to bond holders on January 1"
and July 1°. The amount of cash held at First National Bank of Phillipsburg at December 31, 2006 and 2005 was $71,000 and
$72,000, respectively.

The Company holds insurance commissions for the special purpose entities Brooke Acceptance Company LLC,
Brooke Captive Credit Company 2003, LLC, Brooke Securitization Company 2004A, LLC, Brooke Capital Company, LLC,
Brooke Securitization Company V, LLC and Brooke Securitization Company 2006-1 for the purpose of making future loan
payments, and the use of these funds is restricted until the next monthly loan payment is made. The amount of commissions
held at December 31, 2006 and 2005 was $615,000 and $547,000, respectively.

The Company holds amounts in escrow in a cash account for certain borrowers for the purpose of paying debt service,
property taxes and/or property insurance typically paid during the first year of the loan financing. The amount of escrowed
cash held at December 31, 2006 and 2005 was $564,000 and $0, respectively.

" (u)  Securities

The carrying values of securities were $50,322,000 and $44,682,000 at December 31, 2006 and 2005, respectively, and
consisted primartly of three types of securities: interest-only strip receivables in loan securitizations; retained interests in ioan
securitizations and cash reserves. These securities are classified as available for sale under SFAS 115, “Accounting for
Certain Investments in Debt and Equity Securities.” The aggregate carrying values of $50,320,000 and $44,681,000 at
December 31, 2006 and 2005, respectively, for the corresponding marketable securities approximates the fair value as
calculated by the Company using reasonable assumptions.

Loan securitizations represent the transfer of notes receivable by sale to a bankruptcy-remote special purpose entity that
issues asset-backed notes to accredited investors.

The carrying values of the interest-only sirip receivable in loan securitizations were $12,094,000 and $11,158,000 at
December 31, 2006 and 2005, respectively. The carrying values of subordinated tranches (equity interest in securities
balance) were $37,003,000 and $32,898,000 at December 31, 2006 and 2005, respectively. The carrying values of cash
reserves were $1,223,000 and $625,000 at December 31, 2006 and 2005, respectively. The amount of unrealized gain on the
interest-only strip receivable was $89,000 and $575,000 at December 31, 2006 and 2005, respectively. The interest-only strip
receivables have varying dates of maturities ranging from the fourth quarter of 2014 to the second quarter of 2021.

When the Company sells notes receivable in securitizations, it retains an interest-only strip receivable, a subordinated
tranche and cash reserve accounts, all of which are retained interests in the loan securitizations. The amount of gain or loss
recorded on the sale of notes receivable in securitizations depends in part on the previous carrying amount of the financial
assets involved in the transfer, allocated between the assets sold and the retained interests based on their relative fair value at
the date of transfer. To initially obtain fair value of retained interest resulting from securitization of notes receivable, quoted
market prices are used if available. However, quotes are generally not available for such retained interests, so the Company
typically estimates fair value based on the present value of future expected cash flows using management’s best estimates of
key assumptions, credit losses (0.50% annually), prepayment speed (10.00% annually) and discount rates
(11.00%) commensurate with the risks involved.

Upon the securitization of financial assets, unaffiliated purchasers in the transferred assets obtain full control over the
assets and obtain the right to freely pledge or transfer the notes receivable. Servicing associated with the transferred assets is
primarily the responsibility of unaffiliated servicing compames which are compensated directly from cash flows generated
from the transferred assets. .

Although the Company does not provide recourse on the transferred notes and is not obligated to repay amounts due to
unaffiliated purchasers, its retained interest is subject to loss, in part or in full, in the event credit losses exceed initial and
ongoing management assumptions used in the fair market value calculation. Additionally, a partial loss of retained interest
could occur in the event actual prepayments exceed management’s initial and ongoing assumptions used in the fair market
calculation.
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Cash flows associated with the Company’s retained interest in the transferred assets are subordinate to cash flow
distributions to the trustee over the transferred assets, servicer of the transferred loans, collateral preservation providers of the
transferred loans and unaffiliated purchasers. Actual prepayments and credit losses will impact the amount and frequency of
cash flow distributions to the Company from its retained interest. Although the Company expects to receive a certain level of
cash flows over the life of the securitized receivables and the term of the securitization notcs, the Company witl not receive
full return of its retained interest until all obligations with respect to underlying loans are met.

Subsequent to the initial calculation of the fair value of retained interest, the Company utilizes a fair market calculation
methodology to determine the ongoing fair market value of the retained interest. Ongoing fair value is calculated using the
then current outstanding principal of the transferred notes receivable and the outstanding balances due unaffiliated
purchasers, which are reflective of credit losses and prepayments prior to the fair value recalculation. Additionally, the
Company completes an ongoing analysis of key assumptions used in the fair market value calculation to ensure that such
assumptions used in the calculation are viable, based on current and historical prepayments and credit loss trends within
similar asset types. Based upon this analysis and due to the current interest rate environment at the time of the analysis, the
discount rate assumption used in the asset valuation was increased from 8.5% to 11.00% in the fourth quarter of 2005. All
other assumptions remain the same. Management may make necessary adjustments to key assumptions based on current and
historical trends, which may result in an immediate reduction or impairment loss in the fair market value of retained interest.
As a result of the change in discount rate, the Company recorded an unrealized loss, net of taxes, of $91,000 on the retained
interest for the year ended December 31, 2005. No impairment loss resulted from the change in the discount rate for the year
ended December 31, 2005. During 2006 the securitized pools of loans experienced an increase in the prepayment rate, and as
aresult, management determined that an “other than temporary” impairment occurred. The Company recorded an impairment
loss 0f $329,000 for the yvear ended December 31, 2006, which is included in other income on the consolidated statement of
operations. The Company believes that over the life of the securitizations the prepayment rate assumption used continues o
be appropriate. Summarized in footnote 2 is a sensitivity analysis or stress test on retained interests to determine the impact
of a 10% and 20% variance in key assumptions currently used by management 1o calculate the fair value of retained interests.

Footnote 2 also contains a table summarizing the principal balances of loans managed by the Company, which includes
the subordinate tranche (equity interest in securities balance) within the securitized notes receivable. Included within the table
are delinquency and net credit loss trends of managed receivables at December 31, 2006 and 2005,

The Company acquired approximately 9% of the stock outstanding in First American Capital Corporation in October
2003 for $772,000. This investment was subsequently sold in March 2005 for $770,000.

(v} = Insurance Losses and Loss Expenses -

Insurance losses to be incurred and loss expenses to be paid by DB Indemnity, Ltd. are estimated and recorded when
advised by the insured. Outstanding losses and loss expense adjustments represent the amounts needed to provide for the
estimated ultimate cost of settling claims relating to insured events that have occurred before the balance sheet date. These
amounts are based upon estimates of losses reported by the insureds plus an estimate for losses incurred but not reported.

Management believes that the provision for outstanding losses and loss expenses will be adequate to cover the ultimate
net cost of losses incurred to the balance sheet date, but the provision is necessarily an estimate and may ultimately be settled
for a significantly greater or lesser amount. It is at least reasonably possible that management will revise this estimate
significantly in the near term. Any subsequent differences arising are recerded in the period in which they are determined.

{wi  Other Operating Interest Expense

Operating interest expense includes interest paid by the Company’s finance subsidiary to DZ BANK AG Deutsche
Zentral-Genossenschaftsbank, Fifth Third Bank, and Home Federal Savings and Loan Association of Nebraska on line of
credit loans for the purpose of originating insurance agency loans, originating funeral home loans and financing the over-
collateralization portion of loans funded with the other lines of credit, and is, therefore, an operating expense. The interest
paid on these lines of credit for the years ending December 31, 2006, 2005 and 2004 was $3,125,000, $1,675,000, and
$291,000, respectively. The finance subsidiary also paid interest to bondholders until the bonds were called in August 2005
and paid in full. The funds received from the sale of the bonds were for the purpose of originating loans and the associated
interest expense is, therefore, an operating expense. Bond interest expenses for the years ended December 31, 2006, 2005 and
2004 were 30, $245,000 and $426,000, respectively. The Company also paid interest to debenture holders until the
debentures were called and paid in full in December 2005. The funds received from the sale of debentures were used by the
finance subsidiary to originate loans and the associated interest expense is, therefore, an operating expense. The debenture
interest expenses for the years ended December 31, 2006, 2005 and 2Q04 were 30, $202,000 and $210,000, respectively.
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(x) Stock-Based Compensation

The Company has granted stock options to employees of the Company pursuant to its 2001 Compensatory Stock
Option Plan, which terminated, except with respect to options then outstanding on April 27, 2006. The Company adopted
SFAS 123R, “Share-Based Payment,” on January 1, 2006. The Company’s net income for the year ended December 31, 2006
was reduced by $38,000 and its income per fully diluted share remained at $0.76. The Company’s net income would have
been reduced to $9,641,000 and $6,493,000 for the years ended December 31, 2005 and 2004, respectively, with the
Company’s income per fully diluted share being reduced to $0.86 and $0.63 at December 31, 2005 and 2004, respectively, if
the compensation cost for the stock options had been determined based on the fair value at the date of grant pursuant to the
provisions of SFAS 123R, “Share-Based Payment.” The Company made the following assumptions when calculating the fair
value of the stock option: expected stock volatility of 10%; risk-free interest rate of 5%; and dividend rate of 1%. See
footnote 13 for additional disclosures.

2006 2005 2004
(in thousands, except per share data)
Net INCOME a5 TEPOTEEA . oneereieieeei ettt et ererrereerenne $ 10,742 § 9705 $ 6,694
Total stock-based employee compensation cost determined under fair value method for
all awards, net of related income 1ax effECtS . viviviriiicieiere e resnes (64) (201)

PTO fOrMA NELINCOINE ..ottt e e et e e s emeiess st aesbe e etraseabeenbessateasbeessaerarnsentes 9,641 6,493
Basic eamings per share:

AG TEPOTIEA .. o e e e 0.79 0.8% 0.69

|5 o I8 L) u 11T T OO OO OO OO UPO PP TOOTEPTOPTOON 0.89 0.67
Diluted earnings per share:

AS TEPOTTEd ... 0.76 0.86 0.65

PrO FOIMNA. ..ottt rsre e n s n s n st sb s enses 0.86 0.63

() Interest-only Strip Receivable

The aggregate carrying values of interest-only-strip receivables were $4,497,000 and $1,412,000 at December 31, 2006
and 2005, respectively. Interest-only strip receivables represent the fair value of an asset resulting from the sale of notes
receivable to a participating bank. The amount of unrealized gain on the interest-only strip receivable was $94,000 at
December 31, 2006 and the amount of unrealized loss on the interest-only strip receivable was $93,000 at December 31,
2005. The interest-only strip receivables have varying dates of maturities ranging from 2011 to 2027.

When the Company sells nates receivable to a participating bank, it retains an interest-only strip receivable. The
amount of gain or loss recorded on the sale of notes receivable to a participating bank depends in part on the previous
carrying amount of the financial assets involved in the transfer, allocated between the assets sold and the interest-only strip
receivable based on its relative fair value at the date of transfer. To obtain fair values, the Company estimates fair value based
on the present value of future expected cash flows using management’s best estimates of the key assumptions (credit losses,
prepayment speeds, and discount rates) commensurate with the risks involved. As mentioned in footnote 1(u), in the fourth
quarter of 2005 the Company changed the discount rate assumption, as a result, the Company recorded an unrealized loss, net
of taxes of $371,000 on the interest-only strip receivable for the year ended December 31, 2005. For additional information
on the key assumptions and risks involved see footnote 2.

(z) Investments

The amortized cost and fair value of investments at December 31, 2006 are summarized as follows:

. Gross Gross
' Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in thousands) .
December 31, 2006:
U.S. GOVErnment ALENCY ..ocerierieriereiiisrrensse st ses st sassssamssssassans $ 1,559 § 10 3 18 $§ 1,551
Corporate BONAS ... s 10,973 75 300 10,748
11 VOO OO UV $ 12,532 % 85 § 318§ 12,299
EQUILY SECUTTES ... ooveeceeecteiciietetsne s seniessasssesnsersmsesssnses e essnssnsens $ 258 % 29 % 4 % 283

5%
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The amortized cost and fair value of fixed maturities at December 31, 2006, by contractual maturity, are shown below.
Actual maturities may differ from contractual maturities because certain borrowers may have the right to call or prepay
obligations.

Amortized Cost Fair Value
(in thousands)
Due in one year or less through five years......ccoooovvevvennenne $ 2454 % 2,470
Due after five years through ten years .......coccoeveeeeneeveniesionens 5177 5,065
Due after ten YEArS. ....o.covvv e 4,901 4,764
$ 12,532 § 12,299

The fair values for investments in fixed maturities are based on quoted market prices.

Included in investments are securities, which have been pledged to various state insurance departments, The fair values
of these securities were $1,991,000 at December 31, 2006.

Since 2004, the Company has purchased investments in lottery prize cash flows. These other investments involve
purchasing assignments of the future payment rights from the lottery winners at a discounted price sufficient to meet the
Company’s yield requirements. Payments on these other investments will be made by state run lotteries and as such are
backed by the general credit of the respective states. At December 31, 2006 the carrying value of other investments was
$3,067,000. Also included in this category are investments of policy loans of $166,000, investments in real estate of
$275,000, and mortgage loans on real estate of $1,937,000.

The Company has a policy and process in place to identify securities that could potentially have an impairment that is
other-than-temporary. This process involves monitoring market events that could impact issuers’ credit ratings, business
climate, management changes, litigation and government actions, and other similar factors. At the end of each quarter, alt
securities are reviewed in an effort to determine each issuer’s ability to service its debts and the length of time the security
has been trading below cost. This quarterly process includes an assessment of the credit quality of each investment in the
entire securities portfolio. The Company considers relevant facts and circumstances in evaluating whether the impairment of
a security is other-than-temporary, Relevant facts and circumstances considered include: (1) the length of time the fair value
has been below cost; (2) the financial position of the issuer, including the current and future impact of any specific events;
and (3) the Company’s ability and intent to hold the security to maturity or until it recovers in value. Based on the
performance of these procedures, no securities are deemed to be other-than-temporarily impaired by the Company.

There are a number of significant risks and uncertainties inherent in the process of monitoring impairments and
determining if an impairment is other-than-temporary. These risks and uncertainties include: (1) the risk that the Company’s
assessment of an issuer’s ability to meet all of its contractual obligations will change based on changes in the credit
characteristics of that issuer, (2) the risk that the economic outlook will be worse than expected or have more of an impact on
the issuer than anticipated, (3) the risk that fraudulent information could be provided to the Company’s investment
professionals who determine the fair value estimates and other-than-temporary impairments, and (4) the risk that new
information obtained by the Company or changes in other facts and circumstances lead the Company to change its intent to
hold the security to maturity or until it recovers in value. Any of these situations could result in a charge to income in a future
period.

The Company owned 68 securities that were in an unrealized loss position at December 31, 2006. The following tables
provide information regarding unrealized losses on investments available for sale, as of December 31, 2006.

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) Value Losses Value Losses Value Losses
December 31, 2006;
U.S. Government Agency 5§ — 3 — & 695 3 18 § 695 % 18
Corporate bonds.......cvcvivivrieninnes e 4,360 78 4,743 222 9,103 300
TOtAL et e $ 4360 3% 78 § 5438 § 240 § 9,798 § 318

EqUIty SECUITIES.c.omireriviririisieriesiiei e 2 3 — 3 9% $§ 4 % 98 § 4
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(aa) Policy and Contract Liabilities

Annuity contract liabilities (future annuity benefits) are computed using the retrospective deposit method and consist of
policy account balances before deduction of surrender charges, which accrue to the benefit of policyholders. Premiums
received on annuity contracts are recognized as an increase in a liability rather than premium income. Intercst credited on
annuity contracts is recognized as an expense. The range of interest crediting rates for annuity products was 4.25 to 5.35
percent in 2006.

Traditional life insurance policy benefit liabilities (future policy benefits) are computed on a net level premium method
using assumptions with respect to current yield, mortality, withdrawal rates, and other assumptions deemed appropriate by
the Company. Reserve interest assumptions, including the impact of grading for possible adverse deviations, ranged from
4.50t0 7.25 percent.

Policy claim liabilities represent the estimated liabilities for claims reported plus claims incurred but not yet reported.
The liabilities are subject to the impact of actual payments and future changes in claim factors.

Policyholder premium deposits represent premiums received for the payment of future premiums on existing
policyholder contracts. Interest was credited on these deposits at the rate of 4% in 2006. The premium deposits are
recognized as an increase in a liability rather than premium income. Interest credited on the premium deposits is recognized
as an expense.

(bb) Warrant Obligation

The warrant obligation consists of the detachable warrants for Brooke Credit Corporation common stock issued in
connection with Brooke Credit Corporation’s debt offering during the fourth quarter of 2006. The detachable noteholder
warrants are within the scope.of SFAS 150, “Acecounting for Certain Financial Instruments with Characteristics of Both
Liabilities and Equity”. SFAS 150 requires issuers to classify as liabilities (or assets under certain circumstances) free-
standing financial instruments which, at inception, require or may require an issuer to settle an obligation by transferring
assets,

SFAS 150 requires the detachable warrants issued to the noteholders to be classified as a liability. Upon
commencement of the put period or five years from the date of close, the holders of these warrants could exercise their rights
to force Brooke Credit Corporation to repurchase the warrants and/or warrant shares at the appraised value of the common
stock, less the warrant exercise price of $0.01 per share. The fair market value of the warrants at the close of the offering, on
November 1, 2006, was $2,737,000, using a valuation model obtained from a third-party valuation expert.

As of December 31, 2006, the fair market value of these warrants was $2,821,000. The increase in the fair market value
from November 1, 2006 to December 31, 2006 required Brooke Credit Corporation to record an increase in the value of the |
puttable warrant liability and additional interest expense of approximately $84,000 for the year ended December 31, 2006, in
accordance with SFAS 150. At each balance sheet date, any change in the calculated fair market value of the warrant
obligation must be recorded as additional interest costs or financing income. Since the exercise price of the warrants is
nominal, the change in the fair market value of the warrants represents the additional cost or income for the period.

Also in accordance with SFAS 50, the notcholder warrants were initially recorded as a discount to the notes based on
the fair market value of the warrants at November 1, 2006, or approximately $2,737,000. The discount on the notes is
amortized over the life of the notes using the effective interest method. The amount of amortization resulting from discount
accretion for the year ended December 31, 2006 was $41,000.

Warrants for Brooke Credit Corporation’s common shares have also been issued to the placement agent of the debt
offering that occurred during the fourth quarter of 2006. Brooke Credit Corporation issued warrants to the placement agent,
Morgan Joseph & Co. Inc., to acquire 2% of the offering or $900,000 worth of common stock for a nominal exercise price
{$0.01), subject to anti-dilution adjustments. These warrants were exercisable immediately and expire on October 31,2011, 5
years from the date of the debt offering closing. As mentioned above, the placement agent warrants are a direct issuance cost
and are deferred as such and amortized over the life of the notes.

(cc) Advertising Supply Inventory

In conjunction with the construction of an advertising/marketing center in Phillipsburg, Kansas the Company now
retains large quantities of marketing materials that franchisees use to promote their businesses. These marketing supplies may
be held in inventory for a period of up to 12 months before delivery to franchisees.
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2, Notes Receivable

At December 31, 2006 and 2005, accounts and notes receivable consist of the following:

(in thousands) 12/31/2006 123172005
BUSINESS LOANS ....oovericiere ettt st ss st css st s et me e ee s e ees e amn e s renen § 422684 § 243611
Less: Business 10ans SOl ...ttt ens st emnnan (324,389) {219,649)
Commercial real 8STAE LOANS ...iiiiiii oo e ee e enr et vareareeeareanean 60,594 33,803
Less: Real estate 10ans SOId ... et (21,585) (24,444)
Loans with SUDSIAEATIES .......ccooiiee et b et sb st st 5,858 5,166
Less: Subsidiary 10ans SOl ... s (5,858) {5,166)
Plus: Loans sold not classified 85 @ e SA1C ...t ren e e 26,849 10,857

Total notes receivable, NEL ... e ettt ar s s e e s reas 164,153 44,178
Interest earned not collected 0N NOLES™ .....ovoeeieieieeee et 3,401 1,382
CUSIOMET TECEIVABIES (oo s e en s bbbt 20,666 10,919
Allowance for doubtful CCOUNLS.........cov e et e e (1,466) (716)
Total accounts and notes receivable, MET ... e $ 186,754 § 55,763

* The Company has a corresponding lability for interest payable to participating lenders in the amounts of $903,000 and
$480,000 at December 31, 2006 and 2005, respectively.

Brooke Credit Corporation has loaned money to the Company and to other subsidiaries of the Company. These notes
receivable have been eliminated in consolidation to the extent the notes receivable have not been sold to an unaffiliated third
party. The sale of all or a portion of the intracompany notes receivable to an unaffiliated third party results in a notes payable,
as discussed in footnote 4.

Loan participations and loan securitizations represent the transfer of notes receivable, by sale, 1o “participating™ lenders
or asset-backed security investors. The Company receives consideration from the transfer of notes receivable, through
retained interest and servicing assets. These transfers are accounted for by the criteria established by SFAS 140, "Accounting
Jor Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.”

The transfers that do not meet the criteria established by SFAS 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities,” are classified as secured borrowings and the balances recorded as both
a note receivable asset and participation payable liability, At December 31, 2006 and 2005, secured borrowings totaled
$26,849,000 and $10,857,000, respectively.

Of the notes receivable sold, at December 31, 2006 and 2005, $319,125,000 and $233,236,000, respectively, were
accounted for as sales because the transfers meet the criteria established by SFAS 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” Purchasers of these notes receivable obtained full control
over the transferred assets (i.e. notes receivables) and obtained the right, free of conditions that constrain them from taking
advantage of that right, to pledge or exchange the notes receivables. Furthermore, the agreements to transfer assets do not
entitle or obligate the Company to repurchase or redeem the notes receivable before their maturity, except in the event of an
uncured breach of warranty.

When the Company sells notes receivable, it generally retains interest and servicing income. Gain or loss on sales of
the notes receivable depends in part on the previous carrying amount of the financial assets involved in the transfer, allocated
between the assets sold and the retained interest and servicing assets based on their relative fair value at the date of transfer.

On loan participations, the Company is typically paid annual servicing fees ranging from 0.25% to 1.375% of the
outstanding loan balance. In those instances when annual service fees paid to the Company are less than the minimum cost of
servicing, which is estimated at 0.25% of the outstanding balance, a servicing liability is recorded. Additionally, the
Company often retains interest income. The Company’s right to interest income is not subordinate to the purchasers” interests
and the Company shares interest income with purchasers on a pro rata basis. Although not subordinate to purchasers’
interests, the Company’s retained interest is subject to credit and prepayment risks on the transferred assets. Additionally, on
loan participations sold with recourse, the Company’s retained interest is subject to credit risk on the transferred assets.

On loan securitizations, the Company is typically paid annual servicing fees ranging from 0.10% to 0.25% of the
outstanding securitized loan balances. Additionally, the Company often retains interest income. The Company’s right to
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interest income is subordinate to the investor’s interests. As such, the Company’s retained interest is subject to credit and
prepayment risks on the transferred assets.

In April 2003, Brooke Credit Corporation sold $15,825,000 of loans to qualifying special purpose entity Brooke
Acceptance Company LLC. This sale represents a loan securitization for which an interest receivable was retained. Of the
loans sold, $13,350,000 of asset-backed securities were issued to accredited investors by Brooke Acceptance Company LLC.
Brooke Credit Corporation received servicing income of $6,000, $8,000 and $11,000, respectively, from the primary servicer
for the years ended December 31, 2006, 2005 and 2004. The fair value of the interest-only strip receivable retained, the fair
value of the difference between loans sold and securities issued to accredited investors {or the retained equity) and the fair
value of cash reserves were recorded on the Company’s books as a security with balances of $2,307,000 and 33,511,000,
respectively, on December 31, 2006 and 2005. At December 31, 2006, this security is comprised of retained interest-only
strip receivables totaling $22 1,000, retained equity in the special purpose entity totaling $1,961,000 and cash reserves totaling
$125,000. '

X In November 2003, Brooke Credit Corporation sold $23,526,000 of ioans to qualifying special purpose entity Brooke
Captive Credit Company 2003, LLC. This sale represents a loan securitization for which an interest receivable was retained.
Of the loans sold, $18,500,000 of asset-backed securities were issued to accredited investors by Brooke Captive Credit
Company 2003, LLC. Brooke Credit Corporation received servicing income of $8,000, $12,600 and $17,000, respectively,
from the primary servicer for the years ended December 31, 2006, 2005 and 2004. The fair value of the interest-only strip
receivable retained, the fair value of the difference between loans sold and securities issued to accredited investors (or the
retained equity) and the fair value of cash reserves were recorded on the Company’s books as a security with balances of
$3,511,000 and $6,556,000, respectively, on December 31, 2006 and 2005. At December 31, 2006, this security is comprised
of retained interest-only strip receivables totaling $227,000, retained equity in the special purpose entity totaling $3,159,000
and cash reserves totaling $125,000,

In June 2004, Brooke Credit Corporation sold $24,832,000 of loans to qualifying special purpose entity Brooke
Securitization Company 2004A, LLC. This sale represents a loan securitization for which an interest receivable was retained.
Of the loans sold, $20,000,000 of asset-backed securities were issued to accredited investors by Brooke Securitization
Company 2004A, LLC. Brooke Credit Corporation received servicing income of $8,000, $10,000, and $6,000, respectively,
from the primary servicer for the years ended December 31, 2006, 2005 and 2004. The fair value of the interest-only strip
receivable retained, the fair value of the difference between loans sold and securities issued to accredited investors (or the
retained equity) and the fair value of cash reserves were recorded on the Company’s books as a security with balances of

$3,612,000 and $4,721,000, respectively, at December 31, 2006 and December 31, 2005, At December 31, 2006, this security -

is comprised of retained interest-only strip receivables totaling $1,006,000, retained equity in the special purpose entity
totaling $2,481,000 and cash reserves totaling $125,000.

In March 2005, the Company sold $40,993,000 of loans to qualifying special purpose entity Brooke Capital Company,
LLC. This sale represents a loan securitization in which an interest receivable was retained. Of the loans sold, $32,000,000 of
asset-backed securities were issued to accredited investors by Brooke Capital Company, LLC. Brooke Credit Corporation
received servicing income of $36,000 and $32,000, respectively, from the primary servicer for the years ending
December 31, 2006 and 2005. The fair value of the interest-only strip receivable retained, the fair value of the difference
between loans sold and securities issued to accredited investors (or the retained equity) and the fair value of cash reserves
were recorded on the Company’s books as a security with balances of $9,339,000 and $11,692,000, respectively on
December 31, 2006 and 2005. At December 31, 2006, this security is comprised of retained interest-only strip receivables
totaling $2,191,000, retained equity in the special purpose entity totaling $6,650,000 and cash reserves totaling $125,000.
Also included in this security at December 31, 2006 were amounts totaling $373,000 that were held due to the timing of loan
payments and payments to the asset-backed security holders.

In December 2005, the Company sold $64,111,000 of loans to qualifying special purpose entity Brooke Securitization
Company V, LLC. The sale represents a loan securitization in which an interest receivable was retained. Of the loans sold,
$51,500,000 of asset-backed securities were issued to accredited investors by Brooke Securitization Company V, LLC.
Brooke Credit Corporation received servicing income of $61,000 and $6,000, respectively, from the primary servicer for the
years ending December 31, 2006 and 2005. The fair value of the interest-only strip receivable retained, the fair value of the
difference between loans sold and securities issued to accredited investors {or the retained equity) and the fair value of cash
reserves were recorded on the Company’s books as a security with a balance of $14,891,000 and $18,201,000, respectively,
on December 31, 2006 and 2005. At December 31, 2006, this security is comprised of retained interest-only strip receivables
totaling $4,427,000; retained equity in the special purpose entity totaling $10,289,000 and cash reserves totaling $175,000.

In July 2006, the Company sold $65,433,000 of loans to qualifying special purpose entity Brooke Securitization
Company 2006-1, LLC. The sale represents a loan securitization in which an interest receivable was retained. Of the loans
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sold, $52,346,000 of asset-backed securities were issued to an accredited investor by Brooke Securitization Company 2006-1,
LLC. The Company received servicing income of $28,000 from the primary servicer for the year ended December 31, 2006.
The fair value of the interest-only strip receivable retained, the fair value of the difference between loans sold and securities
issued to the accredited investor {or the retained equity) and the fair value of cash reserves were recorded on the Company’s
books as a security with a balance of $16,660,000 at December 31, 2006. At December 31, 2006, this security is comprised
of retained interest-only strip receivables totaling $4,022,000, retained equity in the special purpose entity totalmg
$12,463,000 and cash reserves totaling $175,000.

At December 31, 2006 and 20035, the Company had transferred assets with balances totaling $319,125,000 and
$233,236,000, respectively, resulting in pre- -tax gains for the years ended December 31, 2006, 2005 and 2004 of 37, 423 000,
$7,435,000 and $2,475,000, respectively.

The fair value of retained interest-only strip receivables is calculated by estimating the net present value of interest
income on loans sold using the discount rate and prepayment speeds noted in the following key economic assumptions table.
The fair value of the retained interest-only strip receivables is also reduced by the amount of estimated credit losses on loans
sold with recourse and loans sold in securitizations, which are calculated using the estimated credit loss percentage noted in
the following table. At December 31, 2006 and 2003, the fair value of retained interest-only strip receivables recorded by the
Company was 316,591,000 and $12,570,000, respectively. Of the totals at December 31, 2006, $4,497,000 was carried in the
Company’s Interest-only strip receivable asset account and $12,094.,000 in retained interest-only strip receivables resulting
from securitizations was carried in the Company’s Securities asset account. Of the totals at December 31, 2005, $1,412,000
was carried in the Company’s Interest-only strip receivable asset account and $11,158,000 in retained interest-only strip
receivables resulting from securitizations was carried in the Company’s Securities asset account.

Of the business and real estate loans at December 31, 2006 and 2003, $2,247,000 and $3,807,000, respectively, in loans
were sold to various participating lenders with recourse to Brooke Credit Corporation. Such recourse is limited to the amount
of actual principal and interest loss incurred and any such loss is not due for payment to the participating lender until such
time as all collateral is liquidated, all actions against the borrower are completed and all liquidation proceeds applied.
However, participating lenders may be entitled to periodic advances from Brooke Credit Corporation against liquidation
proceeds in the amount of regular loan payments. At December 31, 2006, all such recourse loans: a) had no balances more
than 60 days past due; b) had adequate collateral; and ¢) were not in default.

To obtain fair values of retained interests, quoted market prices are used, if available. However, quotes are generally
not available for retained interests, so the Company typically estimates fair value based on the present value of future
expected cash flows estimated using management’s best estimates of key assumptions, credit losses, prepayment speed and
discount rates commensurate with the risks involved.

The value of the “Servicing Asset” is calculated by estimating the net present value of net servicing income (or
expense) on loans sold using the discount rate and prepayment speeds noted in the following key economic assumptions
table. At December 31, 2006 and 2005, the value of the servicing asset recorded by the Company was $4,512,000 and
$2,650,000, respectively. Subsequent to the initial recording at fair value, the servicing asset is amortized in proportion to and
over the period of estimated net servicing income.

The value of the “Servicing Liability” is calculated by estimating the net present value of net servicing expense on
loans sold using the discount rate and prepayment speeds noted in the table below. At December 31, 2006 and 2005, the
value of the servicing liability recorded by the Company was $24,000 and $34,000, respectively.

The predominant risk characteristics of the underlying loans related to the Company’s retained interest and servicing
assets have been analyzed by management to identify how to stratify these assets for the purpose of evaluating and measuring
impairment. The underlying loans are very similar in virtually all respects; however, management has concluded that those
underlying loans with adjustable interest rates should be evaluated separately from loans with fixed interest rates.
Accordingly, different key economic assumptions have been used when determining the fair value of retained interest and
servicing assets resulted from fixed rate loans than have been used for adjustable rate loans. However, for presentation
purposes and due to the immateriality of the fixed rate stratum, they have been combined in the tables hereatter. The fixed
rate stratum represents less than 1.00% of the retained interest and servicing assets. In addition, the Company no longer
typically originates fixed rate loans, and, therefore, there are no new assets resulting from fixed rate loans. No valuation
allowance has been established because the fair value for the adjustable rate loan stratum is not less than the carrying amount
of the servicing assets.

Although substantially all of the Company’s loans are adjustable, a discount rate has been applied to reflect the net
present value of future revenue streams. As such, changes in the net present value rate, or discount rate, resulting from
interest rate variations, could adversely affect the asset’s fair value,
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Impairment of retained interest and servicing assets is evaluated and measured annually. The impairment testing is
performed by taking the current interest and servicing revenue stream and valuing the new revenue stream with the
appropriate assumptions. The new revenue stream is based on the loan balances at the date the impairment test is completed
which will include all prepayments on loans and any credit losses for those loans. The new discounted revenue stream is then
compared to the carrying value on the Company’s books and, if the new value is greater than the value on the books no
impairment has occurred If the new discounted revenue stream is less than the value on the books, further analysis is
performed to determine if an “other than temporary” impairment has occurred. If an “other than temporary” impairment has
occurred the Company would write the asset to the new discounted revenue stream. During 2006 the securitized pools of
loans experienced increases in the prepayment rate, and as a result, management determined that an “other than temporary”
impairment occurred. The Company recorded an impairment loss of $329,000 for the year ended December 31, 2006, The
Company believes that over the life of the securitizations the prepayment rate assumption used continues to be appropriate.
No impairment was recognized in the years ended December 31, 2005 and December 31, 2004,

At December 31, 2006, key economic assumptions used in measuring the retained interests and servicing assets when
loans were sold or securitized during the year were as follows (rates per annum):

Business Loans Business Loans
(Adjustable Rate Stratum)* (Fixed-Rate Stratum)
Prepayment speed ................. 10.00% 8.00%
Weighted average Ilfe (months) 137 ) 38
Expected credit loSSes ......oooceioveccnirernn, 0.50% 0.21%
Discount rate* ¥ . ..o e e 11.00% 11.00%

* Rates for these loans are adjusted based on an index (for most loans, the New York prime rate plus 3.50%). Contract
terms vary but, for most loans made prior to the third quarter of 2004, the rate is adjusted annually on December 31”.
Beginning in the third quarter of 2004, contract terms on new loans are adjusted monthly or daily to an index as noted
above.

**  During the fourth quarter of 2005 the discount rate assumption was changed from 8.50% to 11.00%.

At December 31, 20006, key economic assumptions and the sensitivity of the current fair value of residual cash flows to
immediate 10 percent and 20 percent adverse changes in those assumptions are as follows:

Business Loans
(Fixed & Adjustable Rate Stratum)

(in thousands except percentages)

Prepayment speed (annual rate}...........ccocooconiiiiiininici, 8.00% - 10.00%

Impact on fair value of 10% adverse change $ (501
Impact on fair value of 20% adverse change $ (981
Expected credit losses (annual rate).............cc......... 0.21% - 0.50%
Impact on fair value of 10% adverse change ........c..ccoevorvvneernanes § (220)
Impact on fair value of 20% adverse change ......c.cooceveveiverreerearn £ (452)
Discount rate (annual)* ... 11.00%
Impact on fair value of 10% adverse change $ (760)
Impact on fair value of 20% adverse change .........ccocooveevevienaine $(1,475)

* During the fourth quarter of 2005, the discount rate assumption was changed from 8.50% to 11.00%.

These sensitivities are hypothetical and should be used with caution. The effect of a variation in a particular assumption
on the value of the retained interest-only strip receivables and servicing assets is calculated without changing any other
assumption; in reality, changes in one factor may result in changes in another, which might magnify or counteract the
sensitivities.

The above adverse changes for prepayment speed and discount rate are calculated on the Company’s retained interest-
only strip receivables and servicing assets on loans sold totaling $319,125,000. The above adverse changes for expected
credit losses are calculated on the Company’s retained interest-only strip receivables in loans sold with recourse to
participating lenders and loans sold in securitizations.

The following illustrate how the changes in fair values were calculated for 10% and 20% adverse changes in key
ECONOMC assumptions,
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Effect of Increases in Assumed Prepa ymen!it Speed on Servicing Asset

(in thousands)
Estimated cash flows from loan servicing | fees .....................
Servicing expense :

Discount of estimated cash flows at 11.00% rate..................

Carrying value of servicing asset after effect of increases...
Carrying value of servicing asset before effect 0f1ncreases

Decrease of carrying value due to increase in prepayments

Effect of Increases in Assumed Prepayment Speed on Retained Interest (Interest—On{y Strip Receivable, including

retained interest carried in Securities balance)

(im thousands)
Estimated cash flows from interest income ...

Estimated credit losses

Discount of estimated cash flows at | 1.00% rate

Carrying value of retained interests after effect of increases

Carrying value of retained interests before effect of increases

Decrease of carrying value due to increase in prepayments....

Fixed & i
Adjustable Rate Stratum :
14% 20%
Prepayment Prepayment
Increase Increase
3 8730 % 8,524
(1,507) (1,459)
(2,792) (2,711)
4431 4354
4,512 4,512
$ (&1 $ (158)

Fixed &
Adjustable Rate Stratum
10% 20%
Prepayment Prepayment
Increase Increase
$ 27,745 § 26,806
(3,154) (3,035)
(8.420) (8,003)
16,171 15,768
16,591 16,591
b (420) $ {823)

Effect of Increases in Assumed Credit Los§ Rate on Retained Interest (Interest-Only Strip Receivable, including retained

interest carried in Securities balance)

(in thousands) -
Estimated cash flows from interest income .....

Estimated credit losses

Discount of estimated cash flows at 1 1.00% rate

Carrying value of retained interests after effect of increases...

Carrying value of retained interests before effect of increases...

Decrease of carrying value due to increase in credit losses ...

Effect of Increases in Assumed Discount Rate on Servicing Asset

(in thousands)

Estimated cash flows from loan servicing fees..........cccooovneeee

Servicing expense

Discount of estimated cash flows ..o

Carrying value of servicing asset after effect of increases........
Carrying value of servicing asset before effect of increases.....

Decrease of carrying value due to increase in discount rate.....

Fixed &
Adjustable Rate Stratum
10% 20%
Credit Loss Credit Loss
Increase Increase
$ 28,73t % 28,732
(3,606) (3,934)
(8,760) (8,659)
16,365 16,139 y
16,591 16,591
$ (226) $(452)

Fixed &
Adjustable Rate Stratum
C10% 20%
Discount Rate Discount Rate :
Increase Increase ;
b 8949 3§ 8,949
(1,558) (1,558)
(3,036) (3,188)
4,355 4,203
4512 4,512
$ (157) (309)
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Effect of Increases in Assumed Discount Rate on Retained Interest (Interest-Only Strip Receivable, including retained
interest carried in Securities balance)

Fixed &
Adjustable Rate Stratum
10% 20%
Discount Rate Discount Rate
(in thousands) Increase Increase
Estimated cash flows from interest inCome........c.ooeieeveeieiiereceecienceenens $ 28,732 § 28,732
Estimated credit LSS5 ..o risiieinn ettt sr e siss s r e srs s s s sstnanraes (3,278) (3,278)
Discount of estimated cash flows.............cocviiiicrcce e (9,466) (10,029)
Carrying value of retained interests after effect of increases.................... 15,988 15425
Carrying value of retained interests before effect of increases................... 16,591 16,591
Decrease of carrying value due to increase in discount rate .......ccoeveeeene ¥ (603) 3 (1,166)

The following is an iilustration of disclosure of expected static pool credit losses to the Company for loan participations
sold with recourse and loans sold in securitizations, “Static pool credit loss™ is an analytical tool that matches credit losses
with the corresponding loans so that loan growth does not distort or minimize actua! loss rates. The Company discloses static
pool loss rates by measuring credit losses for loans originated in each of the last three years.

Recourse & Securitized
Loans Sold in

2006 2005 2004
Actual & Projected Credit Losses (%) at:
December 31, 2006 ...t s 0% 0.24% 0%
December 31, 2005 ... s e s a e e 0 0
December 31, 2004 ... e 0

The following table presents quantitative information about the Company managed portfolio, including balances,
delinquencies and net credit losses at and for the years ended December 31, 2006 and December 31, 2005, At and for the
years ended December 31, 2006 and December 31, 2005, the related party notes did not have any principal amounts 60 or
meore days past due, nor were there any credit losses on the related party notes. See foomote 11 for further discussion of the
related party notes.

Net Credit
Losses**

Total Principal Amount of
Loans

Principal Amounts 60 or
Maore Days Past Due*

December 31, December 31, December 31, December 31, December 31, December 31,

(in thousands) 2006 1005 2006 2005 2006 2005
Loan portfolio consists of:
Loans on balance sheet......... 3 82,111 § 35,813 % 1,931 § 337 § 163 % 13
Loans on balance sheet held

in bankruptcy-remote

warehouses.......oocvvvevvivns 82,042 8,365 — —_ — —
Loans participated*** .......... 151,255 92,609 360 290 — —
Loans securitized .................. 167,870 140,627 — — 357 —_
Total loans managed............. $ 483,278 % 277,414 % 2,291 § 627 $ 525 % 13
*

Loans 60 days or more past due are based on end of period loan balances. :

Net credit losses are based on total loans outstanding. The net credit losses are net of recoveries, including recoveries
from the proceeds of financial guaranty policies,

Loans participated represents true sale loan participations sold.
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3.  Property and Equipment

A summary of property and equipment and depreciation is as follows:

December 31, December 31,
(in thousands) 2006 2005

Furniture .. ettt et et e et et e e atet e s aatet et et seerensntseeretene e renn $ 3,833 % 1,179
Office and computer equnpment 3,306 2,288
Automobiles and AirPlaNES .........cooeie et 1,499 1,396
Building and leasehold 1mprovements .......................................................... 10,174 2,112
Land ..ottt e e e 1,386 512

20,198 7,487
Less: Accumulated depreciation ... (4,404) (2,333)
Property and equipment, Bel. ... e $ 15,794 § 5,154
Depreciation EXPENSE . ...oe oo sessessssresssresssresesssssessasressasnesasaes h 1,207 § 820

4.  Bank Loans, Notes Payable, and Other Long-Term Obligations
2006 2005

(in thousands)

Seller notes payable. These notes are payable to the seller of businesses that the Company has

purchased and are collateralized by assets of the businesses purchased. Some of these notes

have an interest rate of 0% and have been discounted at a rate of 5.50% to 9.75%. Interest

rates on these notes range from 4.00% to 7.00% and maturities range from January 2007 to

May 2010. . % 19,300
Valley View Bank Ime of credu Maxtmum lmc of credlt avallable of $4 000 000 Collaterahzed

by notes receivable. Line of credit due January 2007, subsequently extended to July 2007,

Interest rate is variable and was 10.25% at December 31, 2006, with interest and principal

due monthly. .. . 2,605
Fifth Third Bank, Canad:an Branch lme of credzr Maxxmum lme of crcdlt avallable of

$£10,000,000 (Canadian dollars). Collateralized by notes receivable. Line of credit due

February 2007. Interest rate is variable and was 7.00% at December 31, 2006, with interest

due monthly. .. 8,329
Fifih Third Bank, Ime of credn Max1mum lme of crecht ava1lable of $80 000 000 Co]laterahzed

by notes reccivable. Line of credit due September 2009. Interest rate is variable and was

5.84% at December 31, 2006, with interest due monthly. ..o 68,233
Home Federal Savings and Loan Association of Nebraska, line of credit. Maximum line of

credit available of $7,500,000, Collateralized by notes receivable. Line of credit due

November 2009, Interest rate is variable and was 9.50% at December 3, 2006, with interest

and principal due monthly......c.c.o....c. 7.477
DZ BANK AG Deutsche Zentral Genosvenschaftsbank lme of credrf Maxlmum Ime of credll

available of $80,000,000. Collateralized by notes receivable. Line of credit due August 2009.

Interest rate is variable and was at 7.08% at December 31, 2006, with interest due monthly.

Company debt with banks. These notes are payable to banks and collateralized by various assets

of the Company. Interest rates on these notes range from 6.75% to 10.75%. Maturities range

from February 2007 to January 2021.. 29,030
Falcon Mezz. Partners I, LP, FMP [I Co -Investmem LLC and JZ Eqmty Parmers PLC note

payable. This $45,000,000 note has an associated discount of $2,696,000. Collateralized by

assets of the Company. The note principal is due at maturity, April 2013. Interest rate is fixed

at 12.00%, with interest due quarterly. ...t 42,304

$ 25739

2,708

6,078

28,050

Total bank loans and notes payable.................. 177,278
Bonds and debentures payable and capltal lease obllgatlon (See Notes 5 and 6) 515

62,575
595

Total bank loans, notes payable and other long-term obligations .......c.cooccnciiinnicinicrennn, 177,793
Less: Current maturities and short-term debt..........c.cocvvce i e (122,003)

63,170
(29,905)

Total Jong-1ermm e .........o.oiiiiei ettt $ 55,790

$ 33,265
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Seller notes payable are typically the deferred portion of purchase prices paid by the Company to acquire insurance
agencies for resale by the Company to franchisees. Seller notes payable are secured by a collateral interest in the insurance
policy renewal rights purchased by the Company. Sellers typically agree that their security interests are subordinate to
Brooke Credit’s security interests in the renewal rights of the agency, which also collateralize the loans made by Brooke
Credit to franchisces. The renewal rights associated with the collateral interests of seller notes payable had estimated annual
commissions of $39,369,000 and $38,491,000 at December 31, 2006 and 2005, respectively.

None of the Amortizable Intangible Assets described in footnote 1(g) and none of the Acquisitions and Divestitures
described in footnote 12 were financed with seller note payables at December 31, 2006. Three notes payable to banks for
Company debt require the Company to maintain minimum financial ratios or net worth and restrict dividend payments from
Brooke Credit Corporation to the Company.

The note payable to DZ BANK AG Deutsche Zentral-Genossenschaftsbank contains the following covenants within
the credit and security agreement, which include the following requirement of Brooke Credit Corporation: maintain a
minimum stockholders’ equity of $6,000,000, plus 75% of cumulative positive consolidated net income for all fiscal quarters
(after adjustments for distributions to its sole shareholder, and excluding any fiscal quarter for which consolidated net income
was negative), plus 75% of all equity and subordinated debt issued or incurred by Brooke Credit Corporation or its
subsidiaries and Brooke Credit Corporation must maintain, at the end of each fiscal quarter, a positive consolidated net
income for the four fiscal quarter periods then ending. Under the credit and security agreement, the Company is also subject
to certain minimum stockholders’ equity requirements.

The note payable to Valley View Bank contains the following covenant: maintain a minimum stockholders’ equity of
$6,100,000 in Brooke Credit Corporation. ;

The note payable to Fifth Third Bank, Canadian Branch contains the following covenant: maintain a minimum
stockholders’ equity of $35,000,000 in Brooke Credit Corporation, :

The note payable to Fifth Third Bank contains the following covenants: maintain a minimum stockholders’ equity of
$40,000,000 and maintain positive net income for the trailing four quarters in Brooke Credit Corporation. The Company is
also subject to certain minimum stockholders’ equity requirements. The Fifth Third Bank warehouse facility also places
restrictions on certain other warehouse line indebtedness to a maximum of $85,000,000.

The note payable to Home Federal Savings and Loan Association of Nebraska contains the following covenant:
maintain a minimum stockholders’ equity of $40,000,000 in Brooke Credit Corporation.

The note payable to Falcon Mezzanine Partners 11, LP, FMP 11 Co.-Investment, LLC and JZ.Equity Partners PLC
contains the following covenants: maximum prepayment rate on Brooke Credit Corporation’s loan portfolio of 20%;
maximum loan loss rate of 1.5%; minimum fixed charge coverage ratio as scheduled; maximum cash leverage ratio as
scheduled; and maximum total leverage ratio as scheduled. In accordance with SFAS 150, a discount to this note payable was
recorded which was based on the fair market value of the noteholder warrants at November 1, 2006, or approximately
$2.737,000. The discount on the notes is being amortized over the life of the notes using the effective interest method. The
amount of amortization resulting from discount accretion for the year ended December 31, 2006 was $41,000.

The other bank loans, notes payable and other long-term obligations do not contain covenants that: require the
Company to maintain minimum financial ratios or net worth; restrict management’s ability to buy or sell assets; restrict
management’s ability to incur additional debt; or include any subjective acceleration clauses.

Interest incurred on bank loans, notes payable and other long-term obligations for the years ended December 31, 2006,
2005 and 2004 was $9,834,000, $5,842,000 and $3,267,000, respectively.

Short-term debt represents the DZ BANK AG Deutsche Zentral-Genossenschaftsbank, Fifth Third Bank, and Home
Federal Savings and Loan lines of credit, the lines of credit listed in the preceding table and non-cash investing transactions
utilized to purchase business assets. ’
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Bank loans, notes payable and other long-term obligations mature as follows:

Twelve Months Ended Dec 31 Bank Loans & Capital

(in thousands) Notes Payable Lease Total
2007 et e b e en e s s sn e es b eas b e e e eser e $ 121,923 § 80 $ 122,003
2008 ... e ee e e e e ere s b e e e e s e r e sa e ser et e b e bnas 6,958 90 7,048
200D et e b e r e bR AR R £ E S e bbbt e et e e R saeane b ae b ns 1,178 90 1,268
THRETEATIET ..t e st bensa e e r e st 45,458 55 45,513

$ 177,278 § 515§ 177,793

5.  Long-Term Debt, Bonds Payable

Brooke Credit Corporation offered secured bonds (series 2000F) for sale to the public in $5,000 denominations. The
bonds were issued in registered form with interest payable semi-annually on January 1" and July 17 of each year. Holders of
series 2000F bonds representing $4,315,000 in principal value elected to modify the terms of their bonds by extending the
maturity date to July 1, 2006 and permitting the bonds to be called by Brooke Credit Corporation during the period from the
original maturity date to the extended maturity date. These bonds were called during August 2005 and paid in full. Holders of
series 2000F bonds representing the remaining $705,000 in principal value elected not to modify the terms of their bonds and
were paid in full at maturity, July 1, 2004. In connection with the bonds, Brooke Credit Corporation covenanted not to incur
debt or obligations superior to its obligations to bondholders or pay dividends to shareholders.

The Company offered unsecured debentures (Series A and Series B} for sale to the public in denominations of $1,000
with a minimum purchase amount of $5,000. The debentures were issued in book-entry form and registered in the name of
The Depository Trust Company or its nominee. Interest was paid semi-annually on December 1™ and June 1", The Series B
debentures were callable on the third anniversary of the date of issnance of the debentures. These debentures were called
during December 2005 and paid in full. The Company used the debenture sale proceeds to acquire businesses for inventory,
make corporate acquisitions, purchase loan participation certificates and make short-term working capital loans to businesses
or other Company subsidiaries.

6. Long-Term Debt, Capital Leases

Phillips County, Kansas issued Industrial Revenue Bonds in February 2002 for the purpose of purchasing, renovating,
and equipping an office building in Phillipsburg, Kansas for use as a processing center. The total bonds issued were
$825,000, with various maturities through 2012. The Company leases the building from Phillips County, Kansas although it
may be purchased by the Company for a nominal amount at the expiration of the lease agreement. Under the criteria
established by SFAS 13, “Accounting for Leases, " this asset has been capitalized in the Company’s financial statements.

Future capital lease payments and long-term operating lease payments are as follows:

Capital Operating

Twelve Months Ended December 31 Real Real

(in thousands) - Estate Estate Total
2007 ..ottt ettt sttt th s reen et ra ettt renrenns B 117 & 6,715 § 6,832
2008......ocserieieceere e s e e s ae et esser e e s b et eas e e e saeren b onsan et st eaenes 121 5,483 5,604
1 L OO O OOV YD UR R 118 1,284 1,402
2012 and thereafter .................................................................................. 37 32 89
Total minimum 1€88e PAYMENIS ....oooiiriireeeecrreeeesc et st e ee e 638 § 17,084 § 17,722
Less amount representing Interest.......oocociveinrieresenenien s erens e (123

2005

Total obligations under capital leases............... 515 % 595
Less current maturities of obligations under capltal leases (80) (80)
Obligations under capital leases payable after one year.......cc.ccooeeeene. b 435 % 515
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7. Income Taxes

Net income tax expense is the tax calculated for the year based on the Company’s effective tax rate plus the change in
deferred income taxes during the year. The elements of income tax expense are as follows:

December 31, December 31, December 31
{in thousands) 2006 2005 2004
CUITENE .ottt ettt sttt ee e e e eeseee b 4,293 § 3234 § 3,057
Deferred........oooeeeeeeee e 1,699 2,027 223
3 5992 § 5261 § 3,280

For the year ended December 31, 2006, income of $478,000 was earned in Bermuda and is excluded from the U.S.
federal tax. Under current Bermuda law, DB Indemnity, Ltd. and The DB Group, Ltd. are not required to pay any taxes in
Bermuda on either income or capital gains. They have received an undertaking from the Minister of Finance in Bermuda that
in the event of any such taxes being imposed they will be exempted from taxation until March 28, 2016.

Reconciliation of the U.S. federal statutory tax rate to the Company’s effective tax rate on pretax income, based on the
dollar impact of this major component on the current income tax expense:

December 31, December 31, December 31,
2006 2005 2004
U.S. federal statutory tax rate.......oovvevveneercerenrenninnas 5% 35% 34%
State statutory 1aX rale .......c.coveevrivmvrvers e esen s 4% 4% 4%
Miscellaneous ..ot e e e 3 (4)% (5)%
Effective tax rate ....cooivveveiieeeeeceeeee e e 36% 5% 33%
Reconciliation of income tax receivable:
December 31, December 31,
(in thousands) 2006 2005
Income tax receivable—Beginning balance, January 1.......cooovivmviveenne $ 830 % —
Income tax payments over (under} current tax liability......., e (350) 830
Income tax receivable—Ending balance .............c..c...oovmivvei e, $ 480 $ 830
Reconciliation of deferred tax liability:
December 31, December 31,
(in thousands) 2006 2005
Deferred income tax liability—Beginning balance, January 1 ................... $ 5,141 5 48]
Accumulated other comprehensive income, unrealized gain {loss) on interest- ‘
only strip reCeivables ... s 163 (9
Accumulated other comprehensive income, currency exchange................ (68) —
Gain on sale 0f Notes receivable.... ..ot en 2,358 4,679
Balance, December 31 ...ttt eerererann $ 7,594 § 5,141
December 31, December 31,
(in thousands) 2006 2005
Deferred income tax lability—CUITEnt..........ovovvovevveceree e s e s $ 1,439 § 1,564
. Deferred income tax liability—Long-temMi....c.ccocoerveeevoieeve s s e s 6,155 3,577
Deferred income tax liability—Total......ccioreivmneeinrincisnecnse e, 3 7,594 % 5,141

Deferred tax liabilities were recorded to recognize the future tax consequences of temporary differences between
financial reporting amounts and the tax basis of existing assets and liabilities based on currently enacted tax laws and tax
rates in effect for the years in which the differences are expected to reverse.
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8.  Employee Benefit Plans

The Company has a defined contribution retirement plan to which substantially all employees are eligible to
participate. Employees may contribute up to the maximum amount allowed pursuant to the Internal Revenue Code, as
amended. The Company may contribute an additional amount to the plan at the discretion of the Board of Directors. No
employer contributions were charged to expense for years ended December 31, 2006, 2005 and 2004,

9, Concentration of Credit Risk

The Company maintains cash balances at several banks. At December 31, 2006, the Company had account balances of
$14,828,000 that exceeded the insurance limit of the Federal Deposit Insurance Corporation.

The Company sells participation interests in loans and asset-backed securities to numerous banks and finance
companies. At December 31, 2006, the Company, through its securitization subsidiaries, had sold asset-backed securities
totaling $82,346,000 to one financial institution, representing 44% of the asset-backed securities then issued. At
December 31, 2006, the Company had sold participation interests in loans totaling $40,089,000 to one financial institution.
This represents 21% of the participation interests then sold.

10. Segment and Related Information

The Company’s three reportable segments as of and for the years ended December 31, 2006 and 2005 consisted of its
Franchise Services Business, Brokerage Business and its Lending Services Business.

The Franchise Services Business segment includes the sale of insurance, financial and credit services on a retail basis
through franchisees. The Brokerage Business segment includes the sale of hard-to-place and niche insurance policies on a
wholesale basis, operations of a small life insurance company, the brokerage of loans for general insurance agencies, funeral
homes and other small businesses. The Lending Services Business segment includes the solicitation, underwriting,
origination, sale and servicing of loans. Revenues, expenses, assets and labilities that are not allocated to one of the three
reportable segments are categorized as “Corporate.” Activities associated with Corporate include functions such as
accounting, auditing, legal, human resources and investor relations. Activities associated with Corporate also include real
estate ownership and corporate real estate management through Brooke Investments, Inc., and the operation of captive
insurance companies that self-insure portions of the professional insurance agents’ liability exposure of Brooke Franchise
Corporation, its affiliated companies and its franchisees and provide financial guaranty policies to Brooke Credit Corporation
and its participating lenders. Activities associated with Corporate also include the operations of First American Capital
Corporation.

The results of each segment are separately andited and the segments’ accounting policies are the same as those
described in the summary of significant accounting policies. The Company assesses administrative fees to each business
segment for legal, corporate and administrative services. Administrative fees for Franchise Services, Lending Services and
Brokerage Business for the year ended December 31, 2006 totaled $4,800,000, $1.800,000 and $1,800,000, respectively, for
the year ended December 31, 2005 totaled $5,100,000, $1,800,000 and $120,000, respectively, and for the year ended
December 31, 2004 totaled $S 100,000, $900,000 and $60,000, respectively. Admlmstratwe fees are reported as an expense
for the individual business segment and reported as “other operating expenses” in the reconciliation of the segment totals to
the related consolidated totals. Unallocated corporate-level expenses are reported in the reconciliation of the segment totals to
the related consolidated totals as “‘other operating expenses.”

The tables below reflect summarized financial information conceming the Company’s reportable segments for the
years ended December 31, 2006, 2005 and 2004:

Franchise Lending Elimination of
2006 Services Brokerage Services intersegment Consolidated
(in thousands) Business Business Business Corporate Activity Totals
[nsurance COMMISSIONS ........ovvvevivnierinrinninns $ 99,190 § 2,842 § — 5 — 5 — % 102,032
Policy fee inCOMe ... — 535 — - — 535
Insurance premiums earned ... — — — 969 (309) 660
Interest income.. 275 17 19,147 642 (425} 19,656
Gain on sale of notes recelvable .................... — —_ 7,409 — 14 7,423
Consulting fees .. 2,731 5,980 — 1,197 — 9,908
Initial franchise fees for basm SErvices . 31,770 —_ — — — 31,770
Initial franchise fees for buyers assistance
PLANS ..o 3,137 — — — —— 3,137
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Franchise Lending Elimination of
2006 Services Brokerage Services Intersegment Consolidated
(in thousands) Business Business Business Corporate Activity Totals
Gain on sale of bUSINESSES ...oovverrerccvcnecicnene 3,059 — — — — 3,059
Other income.. 2,i86 1,386 224 1,432 (3,713 1,515
Total Operatmg Revenues ................. 142,348 10,760 26,780 4,240 (4,433) 179,695
[NEETESt EXPENSE «oveeeeemcecemecnsree e nse s 1,700 150 7,044 1,365 (425) 9,834
Commissions expense .. 78,318 1,120 — 24 _ 79,462
Payroll expense... . 23,114 2,181 1,596 3,378 —_ 30,269
Insurance loss and loss expense mcurred — — — 708 — 708
Depreciation and amortization.............c...... 68 265 876 1,192 10 2411
Other operating eXpenses ... revrrrernvenenes 35,241 3,776 5,999 (1,292) (4,022) 39,702
Minority interest in subsidiary .......cccorvureerns . ' 575 575
Income Before Income Taxes............ 3,907 3,268 11,265 (1,710) 4 16,734
Segment assets .. 63,043 12,709 254,228 119,372 (125,963) 323,389
Expenditures for segment assets.. — — 13,312 11,690 — 25,002
Franchise Lending Elimination of
2005 Services Brokerage Services Intersegment Consolidated
(in thousands) Business Business Business Corporate Activity Totals
Insurance COMMISSIONS .....ccovvevireririercrmrerernes $ 80490 $§ 6382 § — § — 3 — $ 86,872
Policy fee income ........ocoooniiiiiiniininns — 1,581 — — —_ 1,581
Insurance premiums eamed .........ccooevvcivenneene — 944 — — (133) 811
INterest NCOME ...coovevreer s emecnienaene 139 243 10,674 68 (766) 10,360
Gain on sale of notes receivable ..................... — — 7,459 — (24) 7,435
Consulting fees .. e 4916 1,666 —_— — (1,666} 4916
Initial franchise fees for baSlC services . 19,375 — —-— — — 19,375
Initial franchise fees for buyers assistance
plans.... . 10,133 — — — —_ 10,133
Gain on sale of busmcsses .............................. 3,091 — — — — 3,091
OhEr INCOTNE coveieeieceee e 374 376 il6 19 (741) 844
Total Operating Revenues.......c.cccvneee 119,018 11,194 18,449 87 (3,330) 145,418
INIETEST EXPENSE oo 1,515 332 3,208 1,554 (766) 5,843
COMMISSIONS EXPENSE ...c.ovvvvrvurrriimccnirmreneans 64,233 2,724 — — — 66,957
Payroll eXpense ......cooovvvmvvinninrieenneneeeieeeeas 19,620 3,647 1,483 3,865 — 28,615
Insurance loss and loss expense incurred....... — (60} — — — (60)
Depreciation and amortization..........oveeeenes (14) 584 1,120 729 13 2,432
Other operating expenses ..........ccoivivevinns - 25,978 2,179 2,802 (1,754) (2,540) 26,665
Income Before Income Taxes............. 7.686 1,788 9,836 (4,307) 37 14,966
SegmeEnt ASSELS ...cvrueveercn et 58,141 8,384 96,629 54,169 (82,084} 135,239
Expenditures for segment assets..........coeoee.ce. — 1,522 21,778 534 — 23,834
Franchise Lending Elimination of
2004 Services Brokerage Services Intersegment Consolidated
{in thousands) Business Business Business Corporate Activity Totals
INSUrance COMIMISSIONS ...ocovvrvvvrervevcerrneenere. $ 57619 & 6,285 § — % — % — § 63904
Policy fee iNCOME w.oceccccer s — 2,003 - — — 2,003
Insurance premiums earmned ...........c.ccovveiennin, — 401 — — — 401
INErest INCOMIE. ..ot enes 39 52 5,739 — (758) 5,072
Gain on sale of notes receivable ...l — — 2,448 — 27 2,475
Consulting fees ... 5236 — — — — 5,236
Initial franchise fees for basic services ........... 8,795 — — e — 8,795
Initial franchise fees for buycrs assistance .
plans.... - 8,122 — — — —_ 8,122
Gain on sale of busmcsses 5,261 —- — — — 5,261
Other income......... e et ees e nran et 211 353 64 179 (153) 654
Total Operating Revenues......verreveensns 85,283 9,094 8,251 179 (884) 101,923
INLErESt CAPENSE .ovverreerrerecrtsinsresr s 1,344 330 1,365 1,034 (306) 3,267
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Franchise Lending Elimination of
2004 Services Brokerage Services Intersegment Consolidated
(in thousands) Business Business Business Corperate Activity Totals
CommisSions eXPense ......cocovvmmieiimreemeeerareens 46,725 2,875 — —_ — 49,600
Payroll expense....oomveeeeeieeeieeeeeeeee e, 11,262 3,314 1,441 4,134 — 20,151
Insurance loss and loss expense incurred......... — a7 — — — (17
Depreciation and amortization..............coovveeee 429 254 973 848 — 2,504
Other operating eXpenses .......co.ooverivrcinienen: 15,929 2,047 1,121 (2,083) (568) 16,444
Income Before Income Taxes........cee.e. 9,594 291 3,351 (3,752) 490 9,974
Segment assets ... 47,300 13,869 78,821 11,048 (42,551) 108,487
Expenditures for segment assets....................... 8,215 — 4,882 1,634 — 14,731

11. Related Party Information

Robert D. Orr, Chairman and Chief Executive Officer, and Leland G. Otr, Chief Financial Officer and Treasurer, own a
controlling interest in Brooke Holdings, Inc. which owned 46.6% of the Company’s common stock at December 31, 2006.

Brooke Heldings, Inc., Robert D. Orr, Leland G. Orr, Anita F. Larson, Shawn T, Lowry, Michael S. Lowry and Kyle L.
Garst have agreed to vote their shares of the Company’s common stock together and, as a group, they beneficially owned
6,598,720 shares, or 52.5%, of the Company’s common stock at December 31, 2006,

Shawn T. Lowry, President and Chief Executive Officer of Brooke Franchise Corporation and Vice President of the
Company, and Michael S. Lowry, President and Chief Executive Officer of Brooke Credit Corporation, are the co-members
of First Financial Group, L.C. In June 2001, First Financial Group, L.C., guaranteed 65% of a Brooke Credit Corporation
loan to Palmer, L.L.C. of Baxter Springs, Kansas and received a 15% profit interest in Palmer, L.L.C. as consideration, The
loan was originated on June 1, 2001 and the remaining balance of $771,000 was paid off in December 2006,

Kyle L. Garst, Senior Vice President of Brooke Franchise Corporation, is the sole manager and sole member of
American Financial Group, L.L.C. In October 2001, First Financial Group, L.C. and American Financial Group, L.L.C. each
guaranteed 50% of a Brooke Credit Corporation loan to The Wallace Agency, L.L.C. of Wanette, Oklahoma and each
received a 7.50% profit interest in The Wallace Agency. The loan was originated on October 15, 2001 and is scheduled to
mature on January 1, 2014. At December 31, 2006, all but an immaterial amount of the entire loan principal balance of
$313,000 was sold to unaffiliated lenders. The Company’s exposure to loss on this loan totals $215,000, all of which is the
recourse obligation by Brooke Credit Corporation on a loan participation balance,

Anita F. Larson, President and Chief Operating Officer of Brooke Corporation and Chairman of the Board of Brooke
Credit Corporation, is married to John Arensberg, a partner in Arensberg Insurance of Overland Park, Kansas, Arensberg
Insurance is a franchisee of Brooke Franchise Corporation pursuant to a standard form franchise agreement, and utilizes the
administrative and processing services of Brooke Franchise Corporation’s service center employees pursuant to a standard
form service center agreement. Brooke Franchise Corporation receives in excess of $135,000 in fees from the franchisee in
connection with each of these agreements.

Anita K. Lowry is the sister of Robert D. Orr and Leland G. Orr and the mother of Shawn T. Lowry and Michael S.
Lowry and is married to Don Lowry. Den and Anita Lowry are shareholders of American Heritage Agency, Inc. of Hays,
Kansas. At December 31, 2006, Brooke Credit Corporation had no loans outstanding to American Heritage Agency as loan
balances totaling $609,000 were paid off in September 2006.

12, Acquisitions and Divestitures

In November 2003, CID & Associates, L.L.C. acquired 100% of the outstanding shares of Texas All Risk General
Agency, Inc. and T.A.R. Holding Co., Inc, for an initial purchase price of $1,000,000. All of the initial purchase price was
allocated to Amortizable Intangible Assets as disclosed in footote 1(g). The sellers were entitled to an increase of the initial
purchase price equal to 25% of Texas All Risk’s monthly net revenues during the contingency period of November 2004 to
October 2008. Any such purchase price increase was to be paid to the sellers monthly during the contingency period and, in
accordance with paragraph 28 of FAS 141, "Business Combinations, " the payment was recorded as an asset when made.
Additional payments of the purchase price were made in the amount of $1,352,000 after the initial purchase.

In November 2005, CJD & Associates, L.L.C. transferred all of its interest in the outstanding shares of Texas All Risk
General Agency, Inc. and T.A.R. Holding Co., Inc. to Brooke Franchise Corporation. The consideration for this transfer was
$2,054,000, which represented the book value on November 30, 2005. Therefore, CJD & Associates, L.L.C. did not record a
gain on this transfer. Brooke Franchise Corporation immediately sold 100% of the outstanding shares of Texas All Risk
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General Agency, Inc. and T.A.R. Holding Co., Inc. to an unrelated party. The sale price was $3,450,000. The gain on sale of
$1,396,000 was recognized by Brooke Franchise Corporation. Brooke Franchise paid consulting fees to CID & Associates,
L.L.C. in the amount of $1,396,000 in connection with the transaction.

In February 2004, the Company acquired insurance agency assets from Brent and Haeley Mowery for a total purchase
price of $499,000. This agency was subsequently sold to a franchisee in July 2005 for $499,000 which resulted in a gain on
sale of $68,000 from amortization recorded in prior periods.

In July 2002, the Company acquired 100% of the outstanding ownership interest of CJD & Associates, L.L.C. for an
initial purchase price of $2,025,000. A portion of the initial purchase price has been allocated to Amortizable Intangible
Assets as disclosed in footnote 1(g). The sellers are entitled to an increase of the initial purchase price equal to 30% of CJD &
Associates” monthly net revenues during the contingency period of September 1, 2003 to September 1, 2007, Any such
purchase price increase shall be paid to the sellers monthly during the contingency period and, in accordance with paragraph
28 of FAS 141, “Business Combinations,” the payment shall be recorded as an asset when made. Additional payments of the
purchase price have been made in the amount of $2,386,000 since the initial purchase.

The Company acquired the stock or business assets of six auto insurance agencies during the year ended December 31,
2004 for purchase prices totaling $7,931,000 and subsequently sold these six agencies during the year ended December 31,
2004 for a total of $11,847,000. The Company originally intended to hold these six agencies for longer periods of time and,
therefore, recorded amortization expenses. The gain on sale resulting from divestiture of these six agencies primarily resulted
from recapturing amortization expenses and increasing the sales price to the approximate amount of initial franchise fees that
would have been otherwise recorded, if originally sold to franchisees.

In December 20035, CID & Associates, L.L.C., a wholly owned subsidiary of the Company, sold DB Indemnity, Ltd.
and The DB Group, Ltd. to Brooke Investments, Inc., another wholly owned subsidiary of the Company. DB Indemnity, Ltd.
was sold for $2,152,000 and The DB Group, Ltd. was seld for $1,070,000.

In December 2006, the Company acquired for a price of $2,552,000 approximately 47% of First American Capital
Corporation’s common stock for a price of $2,552,000, along with a warrant to purchase an additional 1,643,460 shares or
9% of the common stock. The warrant was exercisable for a purchase price of $448,000 after First American Capital’s
Articles of Incorporation were amended by its shareholders to increase its authorized shares of commeon stock to 25 million
shares. Following the exercise of the watrants on January 31, 2007, on a fully diluted basis, the Company owned
approximately 55% of the shares of FACC capital stock then outstanding or subject to other outstanding warrants. As a part
of the transaction, the Company’s brokerage subsidiary agreed in a Brokerage Agreement not to engage in any new managing
general agent loan brokerage business after the closing and to then provide support and assistance to First American Capital
Corporation’s life insurance brokerage subsidiary to enable it to thereafter conduct that business. In addition to cash
compensation of $3,000,000 for the shares of common stock purchased at closing and upon the exercise of the warrant held
by the Company, the Stock Purchase and Sale Agreement provides that Brooke shall pay to First American Capital
Corporation up to $6,000,000 as additional consideration for such shares if $6,000,000 of pretax profits are not generated
over a three-year period by the lifc insurance brokerage subsidiary in accordance with a specified schedule.

13. Stock-Based Compensation

The Company adopted SFAS, “Share-Based Payment,” on January 1, 2006. The Company’s net income and net
income per common share would have been reduced to the pro forma amounts indicated below if compensation cost for the
Company’s stock option plan had been determined based on the fair value at the grant date for awards in accordance with the
provisions of SFAS 123R, “Share-Based Payment.” The earnings per share has been adjusted to reflect the 2-for-1 stock split
in 2004.

(in thousands, except per share data) 1006 2005 2004
Net income:
AS TEPOTIEN 1..veeeerevesrnrrnerasresersessecsenses s scnses s sesas s sesmessessesmasssiessons $ 10,742 § 9705 § 6,694
[ (038 () 811 F- W S PUP PO OT OO 9,641 6,493
Basic eamings per share:
ASTEPOTED .o 0.79 0.89 0.69
Pro fOIMIA ..ot er s s 0.89 . 0.67
Diluted earnings per share:
AS TEPOTIEA ..ottt em e s s b 0.76 0.86 0.65
PIO fOTMA ...ttt e e e sabens 0.86 0.63
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The fair value of the options granted for the years ended December 31, 2006, 2005 and 2004 is estimated on the date of
grant using the binomial option pricing model. The weighted-average assumptions used and the estimated fair value are as
follows:

2006 2005 2004
Expected term (i YEArs) ..o 5 6 2
Expected stock volatility........c.ocoooiiniiic e 10 % 10% 30%
Risk-free INTETESLTAIE ....oovvicv e 5 Y 5% 5%
DAVIAENA ..ot st 1% 1% 1%
Fair value per Share ... e e $ 024 5§ 029 § 057

At December 31, 2006, there were no additional shares available for the grant of stock options under the Brooke
Corporation 2001 Compensatory Stock Option Plan (2001 Plan”™), as the 2001 Plan terminated on April 27, 2006, except
with respect to stock options then outstanding, upon the adoption on that date by the Company’s shareholders of the 2006
Brooke Corporation Equity Incentive Plan (“2006 Plan”). The 2006 Plan includes stock options, incentive stock options,
restricted shares, stock appreciation rights, performance shares, performance units and restricted share units as possible
equity compensation awards. The 2006 Plan provides that a maximum of 500,000 shares of common stock may be issued
pursuant to awards granted under such Plan. No awards were granted under the 2006 Plan during the fiscal year ended
December 31, 2006, and, accordingly, at that date there were 500,000 shares available for granting of stock-based awards
under the 2006 Plan. '

Shares Under Weighted Average
Option Exercise Price
Outstanding, January 1, 2004 ... 643,440 % 2.84
L 1=« OO 16,000 9.45
EXETCISEA .ottt e (46,670} 2.09
Terminated and eXPIred ........oo oo e aes e e (50,220) 2.09
Qutstanding December 31, 2004 ... 562,550 3.07
GITANLEA ...ttt ettt et et esta e s tas e sanren 24,400 23.49
EXETCISEU ...voviiiviirii e ncinsr s s ns s s s e e (187,030) 4.03
Terminated and eXpired ..o e (40,580) 5.00
Qutstanding, December 31, 2005, ... voirvreierrenre v veesesnrnsesnrereens 359,340 . 3.58
GIANIEA oo e s st s a e vae e sas e s sa s e nas s nn e ns 2,000 13.56
EXETCISEA ..ot ettt (110,178) 2.92
Terminated and expired ..o (22,512) 4.12
Qutstanding December 31, 2006 ..o 228,650 % 3.36

130,652 options to purchase shares were exercisable at December 31, 2006. The following table summarizes
information concerning outstanding and exercisable options at December 31, 2006.

Options Outstanding Options Exercisable
Number Remaining Contractual Weighted Average Number Weighted Average
Range of Exercisable Prices Outstanding Life in Years Exercise Price Exercisable Exercise Price
$1.21-82349 e 228,650 53 % 336 130,652 % 3.35

14. Intangible Assets

There were no intangible assets with indefinite useful lives as of December 31, 2006, and December 31, 2005. The
intangible assets with definite useful lives had a value of $8,196,000 and $6,092,000 at December 31, 2006, and
December 31, 2005, respectively. Of these assets, $4,512,000 and $2,650,000, respectively, were recorded as a servicing
asset on the balance sheet. The remaining assets were included in “Other Assets” on the balance sheet. Amortization expense
was $1,204,000, $1,612,000 and $1,875,000 for the years ended December 31, 2006, 2005 and 2004, respectively.

Amortization expense for amortizable intangible assets for the years ended December 31, 2007, 2008, 2009, 2010 and
2011 is estimated to be $1,497,000, $1,183,000, $977.000, $849,000 and $745,000, respectively.
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15. Supplemental Cash Flow Disclosures

2006 2005 2004
Supplemental disclosures: (in thousands)
Cash paid for InteTest ..o oo $ 9054 § 4439 § 2,586
Cash paid fOr INCOME 1AX ..c.veriirrrerer e s et se s et 3 315 § 4624 $ 23857

Business inventory decreased from December 31, 2005 to December 31, 2006. During the years ended December 31,
2006, 2005 and 2004, the statements of cash flows reflect the purchase of businesses into inventery provided by sellers
totaling $12,221,000, $14,318,000 and $11,740,000, respectively, the write down to realizable value of inventory of
$975,000, $0 and $130,000, respectively, and the change in inventory of $2,725,000, $4,036,000 and $655,000, respectively.

December 31, December 31, December 31,
(in thousands) 2006 2005 2004
Purchase of business InVentory .....ccovevvierecieris e 3 (25254) % (27,5360) 3 (18,996)
Sale of business INVENLOTY .......coooiimrcrrirnn e 36,225 37.818 29,951
Net cash provided from sale of business inventory ........... 13,971 10,282 10,955
Cash provided by sellers of business inventory ................ (12,221) (14,318) (11,740)
Write down to realizable value of inventory.......coovcvvvveenne 975 — 130
(Increase) decrease in inventory on balance sheet..........  § 2,725 8 (4,036) § . (655)

16. Statutory Requirements

DB Indemnity, Ltd. is required by its license to maintain statutory capital and surplus greater than a minimum amount
determined as the greater of $120,000, a percentage of outstanding losses or a given fraction of net written premiums. At
December 31, 2006, the Company was required to maintain a statutory capital and surplus of $120,000. Actual statutory
capital and surplus was $2,410,000 and $2,147,000 at December 31, 2006, and 2005, respectively. Of the actual statutory
capital $120,000 and $120,000 is fully paid up share capital, and, accordingly, all of the retained earnings and contributed
surplus were available for payment of dividends to shareholders.

DB Indemnity, Ltd. is also required to maintain a minimumn liquidity ratio whereby the value of its relevant assets are
not less than 75% of the amount of its relevant liabilities. Relevant assets include cash and deposits, investment income
accrued and insurance balances receivable. Certain categories of assets do not qualify as relevant assets under the statute. The
relevant liabilities are total general business insurance reserves and total other liabilities, less sundry liabilities. DB
Indemnity, Ltd. was required to maintain relevant assets of at least $2,017,000 and $564,000 at December 31, 2006, and
2005, respectively. At December 31, 2006 and 2005, relevant assets were $5,099,000 and $2,900,000, respectively. The
minimum liquidity ratio was, therefore, met.

The DB Group, Ltd. is required by its license to maintain statutory capital and surplus greater than a minimum amount
determined as the greater of $1,000,000, a percentage of outstanding losses or a given fraction of net written premiums. At
December 31, 2006, the Company was required to maintain a statutory capital and surplus of $1,000,000. Actual statutory
capital and surplus was $1,263,000 and $1,063,000 at December 31, 2006, and 2005, respectively. Of the actual stattory
capital $1,102,000 and $1,102,000 is fully paid up share capiial and contributed surplus, and, accordingly, all of the retained
earnings were available for payment of dividends to shareholders.

The DB Group, Ltd. is also required to maintain a minimum liquidity ratio whereby the value of its relevant assets are
not less than 75% of the amount of its relevant liabilities. Relevant assets include cash and deposits, investment income
accrued and insurance balances receivable. Certain categories of assets do not quality as relevant assets under the statute. The
relevant liabilities are total general business insurance reserves and total other liabilities, less sundry liabilities.

The DB Group, Ltd. was required to maintain relevant assets of at least $65,000 and $0 at December 31, 2006, and
20035, respectively. At December 31, 2006 and 2005, relevant assets were $1,349,000 and $1,063,000, respectively. The
minimum liquidity ratio was, therefore, met.

First Life America, Inc. (“FLAC™), the life insurance subsidiary of First American Capital Corporation (“FACC”)
prepares its statutory-basis financial statements in accordance with statutory accounting practices {(“SAP”) prescribed or
permitied by the Kansas Insurance Department (*KID”). Currently, “prescribed” statutory accounting practices include state
insurance laws, regulations, and general administrative rules, as well as the National Association of Insurance Commissioners
(“NAIC”) Accounting Practices and Procedures Manual and a variety of other NAIC publications. “Permitted” statutory
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accounting practices encompass all accounting practices that are not prescribed; such practices may differ from state to state,
may differ from company to company within a state, and may change in the future. During 1998, the NAIC adopted codified
statutory accounting principles {“Codification”). Codification replaced the NAIC Accounting Practices and Procedures
Manuat and was effective January 1, 2001. The impact of Codification was not material to FLAC’s statutory-basis financial
statements,

Net income for 2006 and capital and surplus at December 31, 2006 for First American Capital Corporation’s insurance
operations as reported in these financial statements prepared in accordance with GAAP as compared to amounts reported in
accordance with SAP prescribed or permitted by the KID are as follows:

GAAP SAP

Net Income Capital and Net Income Capital and
(loss) Surplus (loss) Surplus

254517 i 7,659,130 215,257 3,695,244

Principal differences between GAAP and SAP include: a) costs of acquiring new pelicies are deferred and amortized
for GAAP; b) benefit reserves are calculated using more realistic investment, mortality and withdrawal assumptions for
GAAP; ¢) statutory asset valuation reserves are not required for GAAP; and d) available-for-sale fixed maturity investments
are reported at fair value with unrealized gains and losses reported as a separate component of shareholders’ equity for
GAAP.

Statutory restrictions limit the amount of dividends, which may be paid by FLAC to FACC. Generally, dividends
during any year may not be paid without prior regulatory approval, in excess of the iesser of (a) 10% of statutory
shareholders’ surplus as of the preceding December 31, or (b) statutory net operating income for the preceding year. In
addition, FLAC must maintain the minimum statutory capital and surplus required for life insurance companies in those
states in which it is licensed to transact life insurance business.

The KID imposes on insurance enterprises minimum risk-based capital (“RBC”) requirements that were developed by
the NAIC. The formulas for determining the amount of RBC specify various weighing factors that are applied to financial
balances or various levels of activity based on the perceived degree of risk. Regulatory compliance is determined by ratio of
the enterprises regulatory total adjusted capital, as defined by the NAIC, to its authorized control fevel RBC, as defined by
the NAIC. Enterprise’s below specific trigger points or ratios are classified within certain levels, each of which requires
specified corrective action. FLAC has a ratio that is in excess of the minimum RBC requirements; accordingly, the
Company's management believes that FLAC meets the RBC requirements,

17. Reinsurance

In order to reduce the risk of financial exposure to adverse underwriting results, insurance companies reinsure a portion
of their risks with other insurance companies. FLAC has entered into agreements with Generali USA Life Reassurance
Company (“Generali”) of Kansas City, Missouri, Optimum Re Insurance Company (“Optimum Re”) of Dallas, Texas, and
Wilton Reassurance Company (“Wilton Re”) of Wilton, CT, to reinsure portions of the life insurance risks it underwrites.
Pursuant to the terms of the agreements, FLAC retains a maximum coverage exposure of $50,000 on any one insured. At
December 31, 2006, FLAC ceded inforce amounts totaling $27.436,000 of ordinary business and $31,184,000 of accidental
death benefit risk.

Pursuant to the terms of the agreement with Generali, FLAC generally pays no reinsurance premiums on first year
individual business. However, SFAS No. 113 requires the unpaid premium to be recognized as a first year expense and
amortized over the estimated life of the reinsurance policies. FLAC records this unpaid premium as “reinsurance premiums
payable” in the accompanying balance sheet and as “reinsurance premiums ceded” in the accompanying income statement.
At December 31, 2006, the unpaid reinsurance premiums net of amortization totaled $11,489. To the extent that the
reinsurance companies are unable to fulfill their obligations under the reinsurance agreements, FLAC remains primarily
liable for the entire amount at risk.

FLAC is party to an Automatic Retrocession Pool Agreement {the "Reinsurance Pool") with Optimum Re, Catholic
Order of Foresters, American Home Life Insurance Company and Woodmen of the World. The agreement provides for
automatic retrocession of coverage in excess of Optimum Re's retention on business ceded to Optimum Re by the other
parties to the Reinsurance Pool. FLAC's maximum exposure on any one insured under the Reinsurance Pool is $50,000.
During 2006, FLAC assumed inforce amounts totaling $22,377,000.
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18. Contingencies

In July 2002, the Company entered into an agreement to purchase CIJD & Associates, L.L.C. The sellers are entitled to
an increase of the initial purchase price equal to 30% of CID & Associates’ monthly net revenues during the contingency
period of October 1, 2003 to October 1, 2007. Additional payments of the purchase price have been made in the amount of
$2,386,000 since the initial purchase. Based on historical trends, the Company estimates remaining payments to the sellers of -
$578,000 in the fiscal year 2007.

In December 2006, the Company closed on a Stock Purchase and Sale Agreement with First American Capital
Corporation, a Kansas corporation (*“FACC”), pursuant to which, among other things, the Company acquired at closing for a
cash price of $2,552,132 a total of 3,742,943 shares of common stock, representing approximately 46.8% of FACC common
stock then outstanding, along with a warrant to purchase 1,643,460 shares of additional common stock for an additional
purchase price of $447.818. In addition to cash compensation totaling $3 million for the shares of common stock purchased
at closing or upon the subsequent exercise of warrants, the Stock Purchase and Sale Agreement provides that the Company
shall pay to FACC up to $6 million as additional consideration for such shares if $6 million of pretax profits are not
generated over a three-year period by the life insurance brokerage subsidiary in accordance with the following schedule: (i) at
least One Miltion Five Hundred Thousand Dollars ($1,500,000) of pretax profits during the twelve-months ended
September 30, 2007, (ii} at least Two Million Dollars ($2,000,000) of pretax profits during the twelve-months ended
September 30, 2008, and (iii) at least Two Million Five Hundred Thousand Dollars (32,500,000) of pretax profits during the
twelve-months ended September 30, 2009.

Various lawsuits have arisen in the ordinary course of the Company’s business. In each of the matters and collectively,
the Company believes the ultimate resolution of such litigation will not result in any material adverse impact to the financial
condition, operations or cash flows of the Company.

19. Foreign Currency Translation

In March 2005, Brooke Credit Corporation formed a Canadian subsidiary, Brooke Canada Funding, Inc. Until February :
2006, the subsidiary conducted limited operations and did not own any assets. During February 2006, a $10,000,000 '
(Canadian dollars} line of credit was established with the Canadian Branch of Fifth Third Bank, as disclosed in footnote 4.

The current operations of Brooke Canada Funding, Inc. consist of the funding of loans in Canada for Brooke Credit
Corporation. ‘ '

The financial position and results of operations of the Canadian subsidiary are determined using local currency,
Canadian dollars, as the functional currency. Assets and liabilities of the subsidiary are translated at the exchange rate in
effect at each period end. Income statement accounts are translated at the weighted average rate of exchange during the
period. Translation adjustments arising from the use of different exchange rates from period to period are included in the
cumulative translation adjustment account which is a piece of the accumulated other comprehensive income within
shareholders’ equity. The amount of the gross translation adjustment included in accumulated other comprehensive income at
December 31, 2006 was $179,000. The amount of the translation adjustment that was allocated to taxes was $68,000 which
results in a net effect of $111,000 on accumulated other comprehensive income at December 31, 2006,

20. New Accounting Standards

In February 2006, the Financial Accounting Standards Board (FASB) issued SFAS 155, “Accounting for Certain
Hybrid Instruments ©, an amendment of SFAS 133 and 140. The provisions of this standard allow financial instruments that
have embedded derivatives to be accounted for as a whole instrument if the holder elects to account for the whole instrument
on a fair value basis, and establishes a requirement to evaluate interests in securitized financial assets to identify interests that
are freestanding derivatives or that are hybrid financial instruments that contain an embedded derivative requiring
bifurcation. The new standard also amends SFAS 140 to eliminate the prohibition on a qualifying special purpose entity from
holding a derivative financial instrument that pertains to a beneficial interest other than another derivative financial
instrument, This statement is effective for all financial instruments acquired or issued after the beginning of the first fiscal
year that begins after September 15, 2006, which, for the Company, is fiscal year 2007. The residual interests in
securitizations are freestanding instruments, not hybrid instruments, and do not contain any material embedded derivatives
requiring separation from the host contract. The Company does not anticipate a material effect on its consolidated financial
statements by the issunance of SFAS 155. -

In March 2006, the FASB issued an amendment to SFAS 140, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” The amendment was SFAS 156, “Accounting for Servicing of Financial Assets.”
This Staternent requires servicing assets and liabilities to be initially valued at fair value. This provision does not have a
material impact to the Company’s financial statements, as the servicing assets and liabilities have initially been valued at fair
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value. In addition, this Statement permits an entity to choose to continue to amortize servicing rights in proportion to and
over the period of estimated net servicing income, as currently required under SFAS 140, or report servicing rights at fair
value at each reporting date and report changes in fair value in earnings in the period in which the changes occur. The
effective date of this Statement is as of the beginning of the first fiscal year that begins after September 15, 2006, which, for
the Company, is fiscal year 2007, However, the Company elected to early adopt this Statement as of December 31, 2005 and
continues to value servicing assets and liabilities based on the amortization method. Therefore, there is not a material impact
to the financial statements.

On July 14, 2006, the FASB issued Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes,” an
Interpretation of SFAS 109, “Accounting for Income Taxes.” FIN 48 prescribes guidance to address inconsistencies among
entities with the measurement and recognition in accounting for income tax positions for financial statement purposes.
Specifically, FIN 48 addresses the timing of the recognition of income tax benefits. FIN 48 requires the financial statement
recognition of an income tax benefit when the company determines that it is more-likely-than-not that the tax position will be
ultimately sustained. FIN 48 is effective for fiscal years beginning after December 135, 2006, which, for the Company, is
fiscal year 2007. Management is currently assessing what impact, if any, the application of this standard could have on the
Company’s results of operations and financial position.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements,” which provides enhanced guidance for
using fair value measurements in financial reporting. While the standard does not expand the use of fair value in any new
circumstance, it has applicability to several current accounting standards that require or permit entities to measure assets and
liabilities at fair value. This standard defines fair value, establishes a framework for measuring fair value in GAAP and
expands disclosures about fair value measurements. Application of this standard is required for the Company beginning in
2008. Management is currently assessing what impact, if any, the application of this standard could have on the Company’s
results of operations and financial position.

In September 2006, the FASB 1ssued SFAS 158, “Employers ' Accounting for Defined Benefit Pension and Other
Postretirement Plans.” This statement is effective as of the end of the fiscal year ending after December 15, 2006, which, for
the Company, is fiscal year 2007. The Company believes this will not have a material impact to the financial statements.

In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Financial Assets and Financial Liabilities.”
This Statement permits entities to choose to measure many financial instruments and certain other items at fair value. This
statement is effective for an entity’s first fiscal year that begins after November 15, 2007, which, for the Company, is fiscal
year 2008. Management is currently assessing what impact, if any, the application of this standard could have on the
Company’s results of operations and financial position.

21. Subsequent Events

On January 8, 2007, the Company completed the acquisition of Generations Bank, a federa! savings bank, by
purchasing for $10.1 million in cash all of the issued and outstanding capital stock of the Bank from Kansas City Life
Insurance Company pursuant to a Stock Purchase Agreement dated January 23, 2006. Brooke Corporation assigned its rights
and obligations under the Agreement to its wholly owned subsidiary, Brooke Brokerage Corporation, prior to the closing,
The Bank will operate under the name Brooke Savings Bank, with the main retail banking office for the Bank relocated from
Kansas City, Missouri, to Phillipsburg, Kansas, and administrative offices of the Bank relocated to the Company’s Qverland
Park, Kansas office.

On February 14, 2007, First American Capital Corporation and Brooke Brokerage Corporation announced that they
had entered into a definitive agreement by which FACC would acquire all of the outstanding capital stock of Brooke Savings
Bank from Brooke Brokerage Corporation in exchange for 6,047,904 shares of FACC’s common stock with a value of
approximately $10.1 millien. Consummation of the transaction is subject to regulatory approvals and other closing conditions
and is expected to close on or before the first quarter of 2008, Based on current outstanding shares of the First American
Capital Corporation common stock, the proposed transaction would result in an increase of the Company’s direct and indirect
ownership of First American Capital Corporation from its current leve! of approximately 55 percent to approximately 72
percent on a fully diluted basis.

In February 2007, the Company entered into a definitive agreement by which Brooke Credit Corporation, its finance
company subsidiary, will merge with Oakmont Acquisition Corp. (“Oakmont™). Oakmont is a blank check or special purpose
acquisition company formed for the purpose of investing in an operating business. At September 30, 2006, Oakmont had
approximately $48,613,000 in cash available for effecting a business combination. Under the terms of the agreement and
subject to the necessary approvals, Brooke Credit will merge with and into Oakmont, with the surviving company operating
under the name of Brooke Credit Corporation. At closing, the Company and other shareholders and warrant holders of
Brooke Credit Corporation will receive merger consideration of 17,455,000 shares of Oakmont common stock with a value
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of approximately $104,731,000, assuming a $6.00 stock price. The Company and other sharcholders and warrant holders will
receive an additional 4,000,000 shares of Oakmont common stock should Brooke Credit achieve adjusted earnings of
$15,000,000 in 2007, and an additional 1,000,000 million shares should Brooke Credit achieve adjusted earnings of
$19,000,000 based on the same computation in 2008. At the closing of the transaction, the Company and other former
shareholders of Brooke Credit Corporation will own approximately 58.2% of the outstanding shares of common stock of
Oakmont. Giving effect to the increased shares in the event the financial goals are achieved during 2007 and 2008, the
Company and other former shareholders of Brooke Credit Corporation would own approximately 63.6% of the outstanding
shares of common stock of Oakmont. These percentages of the Company’s ownership of Oakmont common stock do not
reflect the effect of any exercise of any outstanding Qakmont warrants; however, do reflect the effect of outstanding Brooke
Credit warrants. If all of Oakmont outstanding warrants are exercised, then Brooke Credit would receive up to approximately
$85,752,000 in additional equity, and the ownership interest of the Company and other former shareholders of Brooke Credit
Corporation would decrease to approximately 41.8% of Oakmont’s outstanding shares, assuming the 2007 and 2008
financials goals are achieved, and approximately 36.1% of outstanding shares if the financial goals are not achieved.

In February 2007, First Life Brokerage, Inc., a subsidiary of First American Capital Corporation, changed its name to
Brooke Capital Advisors, Inc.

In March 2007, the Company purchased 748,000 shares of Northern Capital, Inc. Class B Convertible Preferred Stock
at a price of $2.50 per share. Northern Capital, Inc. is a managing general agent that owns a Florida insurance company.

22. Reclassifications

Certain accounts in the prior period financial statements have been reclassified for comparative purposes to conform
with the presentation in the current year financial statements.

23. Quarterly Operating Results (unaudited)

Operating results for the quarters ended 2006 and 2005 were as follows:

First Second Third Fourth
(in thousands, except per share data) Quarter Quarter Quarter Quarter
2006
TOLB] TEVEIMUES ..ovieeieetieias v riees v sresssrssberee s snrssbesssesbessnrsssensesssessessmsrsenssersns $ 41,186 § 45565 $ 48,695 3 44249
TOa] EXPEISES. ..ttt s e e bbbt 35,572 40,957 44,639 41,793
Income before MCOME TAXES ..o 5,614 4,608 4,056 2,456
Net income per share:
BaSIC vttt s g s st 0.28 0.23 0.26 0.08
|1 7L (=« ST OO 0.27 0.22 0.18 0.08
2005
TOAl TEVEMUES .....ceeeeceeeceee oot e e ee s e ensa s eeanamenae e ennannas $ 35648 § 33,399 § 37085 § 39,286
B 0TI 4 4T -] TR 30,353 30,071 34,118 35910
Income before INCOME LAXES ...cv.vvvie e ce e e e e e e ersn s tens 5,295 3,328 2,967 3,376
Net income per share:
BaSIC .vveieiitiis i bbbt 0.36 0.21 0.19 0.21
DHIEEA oo et e e 0.34 0.20 0.18 0.20

The earnings per share is based on the weighted average number of shares outstanding at the end of each quarter. In
September 2006 the Company issued an additional 20,000 shares of convertible preferred stock. In August 2005 the
Company had a secondary offering that issued an additional 2,875,000 shares of common stock, This affected the weighted
average shares outstanding for the year which affects the annual eamings per share reported on the consolidated statement of
operations.

Quarterly financial information is affected by seasonal variations. The timing of contingent commissions, policy
renewals and acquisitions may cause revenues, expenses and net income to vary significantly between quarters.
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Connecting the Dots

2 & S o B

Robert Orr, CEQ and Founder, Brooke Corporation
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O WIHY A BROOKE FRANICHISE?

SfioiniThelRevolution! SAThelkeyalotAccess] SlOurGampus]

* Purchasing Power * National Cansultants * Processing Center
* Hard Work te Hard Cash * Local Assistance * Advertising Center
* Loan Availability * Peer Connections * Facility Center

* Agency Automation * |logo Center

* More to Come
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fremdhilding s soving
e inclepencient

o JOIN THE REVOLUTION

° Purchasing Power ° Loan Availability * Management Modules
* |nsurance Company Relationships  ® Unigue Insurance Lending - Document management
* Access to Professional Assistance Specialization . - Cash management
* Vendor Discounts * 100+ Bank Lender Network - Personal management
* Branding Econormies ¢ $1/3 Bilion in Insurance Loans - Marketing management
* Basic Senvices from our Campus * |nnovative Insurance Collateral - Office management
- * Vendor Discounts Preservation - Insurance Senvices
* st to Securitize Insurance Loans - Professional Consultation

° Hard Work to Hard Cash * $100 Million on all Lines of Credit - Franchise Communication
* More Buyers
* Less Transaction Risk o Agency Automation ° More to Come
* Franchise Sales Team * Electronic Storage Innovations * 1,000 Franchise Locations
* Fasier Ownership Transition - E-Attach * 24 Hour Call Transfer

- Auto Attach _ * Brocke Acodemy Facility

* Email Integration Innovations ~ * Customner Website
' - E-Notes ¢ Banking Agents

- E-Minders

- E-Aware

- E-Fax

- E-lmages
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O KEY TO ACCESS

86

SNationallGonsultants)

¢ Human Resource Specialist

* E&O Claims Specialists

* Forms Library

* National Coordinators

* Regulatory and Licensing
Specialists

v

Sl'ocallAssistance]

* Regicnal Managers

* Service Center Mcnagers

* Area Managers

* Placement Center
Managers

SlPeerGonnections]

* National Franchise
Convention

¢* E-Mail Connections

* Franchise Council

* Brooke Academy

* L ocol Franchise Fairs




o OUR CAMPUS

® Processing Center

* Document Management
- Document Distribution
= Customer Setup
- Document Sorting
- Document Imaging

* Commissions Cash
Management
- Commission Allocation
= Omhan Research
- Franchise Safeguards

* Franchise Cash
Management
- Receipt Aliocation
= Check Allocation
= Trust Account

Reconciliation

* Management Reporting
- Monthly Statements
- Uncollected Accounts
- Escrowed Receipts
= Custom Reports

| Connect The Dots - BROOKE CORPORATION 2006 ANNUAL REPORT |

The lrexle liendhiss
geviges proviced
loy eur Prilipsiourg

* Advertising Center

* Advertising Center Branding
= Branding Control
- Branding Results
- Branding Efficiency

* Advertising Center Building
- Video Production Studio
- Professionals’ Workspace
= Materials Showroom
- Merchandise Store
= Print Shop

* Advertising Center
Professionals
- Traditional Advertising
= Direct Mail Advertising
- Altemative Advertising
- Public Relations
= Lead Generation
- location Analysis

° Facility Center
* Location Selection
- Research
= Analysis
- Approval
- Negofiation

* Facility Support
= Computer Support
- Emergency Assistance
= Office Utilities Support

* Office Setup
= Office Rent Agreement
- Office Renovations
= Office Equiprhent
= Office Utilities

° Logo Center
* Logo Stores
- Supplies
- Clothing
= Knick Knacks
- Orders
* Logo Programs
- Signage Program
- Mobile Logo Program
- Team Logo Program
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O THE BROOKE REVOLUTION (S HEERE NOW

* Subsidiary Of NASDAQ-Listed Company
® 22nd Largest US Agency

* #1 US Franchise in Category

* 2005 Premium Player

* 700+ US Franchises
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Any stockholder wishing to obtain a copy of Brooke Corporation’s Annual
Report on Form 10-K os filed with the Securities and Exchange Commission may
do s0 without charge by writing to the Secretary of Brooke Corporction at the
corporate mailing address listed below. In addition, our Annual Repeort on Form
1C-K may be accessed directly ot wwwbrookeagentcom.

James H. Ingrahom

Brooke Corporation

PO Box 412008

Kansas City, MO 64141-2008

REGISTRARTANDITRANSFERTAGENTS
American Stock Transfer & Trust Company
59 Maiden Lane

New York, NY 10038

{800} 937-5449

COMMONISTOCKHOLDERINQUIRIES

Communications regarding dividends, lost stock certificates, chonge of address,
etc, should be directed o Shareholder Services at (800) 937-5449.

Communications regarding dividends, lost stock certificates, change of
address, etc, should be directed to Brooke Corporation’s Investment Relations
Department at (800} 642-1872.

AUDTORS

Summers, Spencer, and Callison, CPAs, Chartered
5825 SW 29 Street
Topeko, KS 66614

Benny Medley, Random Photograpiy

[ANNUARMEETING]

Brooke Corporation’s 2007 Annual Meeting of Shareholders will be held on
Trursday, April 26, 2007 at 10 am, ([COT ¢t the Doubletree Hotel Overland Park
- Corporate Woods, 10100 College Boulevard, Overfond Park, Kansas.

Brooke Corporation’s common stock is listed on the NASDAQ Global

Market, trading under the symbol “BX)XC. From May 28, 2003 untit Brooke
Corporation's lune 20, 2005 lising on NASDAQ, Brocke Corporation’s common
stock was listed on the American Stock Exchange, 1LC AAMEX), trading under the
symbol “BXX". The following table seis forth information os to the price range of
Brocke Corporation's common stock for the fiscal years ending December 31,
2006 and 2005, os reported on the NASDAQ and AMEX listings. Information is
also provided as to dividends declared per common share for the fiscal years
ending December 31, 2006 and 2005,

WSl  wwwbrookeagentcom/corporation




During the fiscal yeor ended December 31, 2006, we paid quartedy cash dividends of $.16,
$.18, $.18 and $.18 per share of common stock, respectivaly, for the first, second, third and
fourth guarters. During the fiscal year ended December 31, 2005, we paid quanery cash
dividends in the amount of $.16, $.16, .14 and $.16 per share of common stock, respectively,
for the first, second, third and fourth quarters.

i Quarter Ending Market High Bid/Sale  Low.Bid/Sale %
Fouth Dec 31, 2006 NASDAQ $1300 $9.10 |
. Third Sep 30, 2006 NASDAQ $1300 $11.00 ]
i Second Jun 30, 2006 NASDAQY $13.13 $10.14 :
' First Mar 31, 2006 NASDAQ $1400 $9.77 i
t Fourth Dec 31, 2005 NASDAG $1497 $12.03 !
i Third Sep 30, 2005 NASDAG 51500 $1086 l
i Second Jun 30,2005 NASDAQ $17.71 $1000 !
l First Mar 31, 2005 AMEX $26.25 $0.75 I
| ]

e e e - - PR |

As of February 28, 2007, there were 460 shareholders of record of Brooke Corporation's
common stock. This number excludes an indeterminate number of stockholders whose shares
are held by brokers or “nominees” in street name, '

Cautionary Language Regarding Forward-Looking Statements

This annual report to stockholders contains forward-looking statements, which by their nature
involve risks and uncertainties. Brooke Comporation’s Annual Regort on Form 10-K for the year
ended December 31, 2006, contains a description of certain factors that may cause actual
results to differ from resuls contemplated by such stotements.
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